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TRENDS IN BRIEF
GENERAL |

The Soviet inclination to acce e Smith-
exchange as an invitation for direct conversations may spring
from both tactical and propaganda considerations (asee page 1).

Following the relinquishment of the UK mandate in
Palestine, the Arabs and Jews will be free to act without ex-
ternal interference. No effective UN administration will exist
in Palestine, and an Arab-Jewish truce will not be in effect.
The British troops still in Palestine (numbering some 20,000)
will be concenfrated in Haifa awaiting evacuation. The British
naval blockade will be at an end. In the ensuing period, it may
be anticipated that: (1) a Jewish state will be proclaimed; (2)
regular army units of the Arab states will enter Palestine and
occupy the predominantly Arab areas; (3) Arab-Jewish hostili-
ties will increase in central Palestine and in the Galilee area
of northern Palestine; and (4) Jewish immigrants of military
age will be brought in from Cyprus and European ports. The
Jewish state will probably be granted belligerent rights (and,

' subsequently, recognition) by the USSR, the Soviet Satellites,

and certain of the South American countries, and pressure
will certainly be brought to bear on the US to recognize and
sunport the new state.

Formation of a Jewish state in Palestine will enable
the USSR to intens ts efforts to expand Soviet influence in
the Near East and to perpetuate a chaotic condition there.

Although the USSR and its Satellites will probably delay full
recognition of the new state, they may grant it belligerent

rights in the near future. In any event, the flow of men and

munitions to Palestine from the Soviet bloc can be expected
to increase substantially. The USSR will undoubtedly take

- advantage of the removal of immigration resirictions to in-

crease the influx of trained Soviet agents from eastern and
central Europe into Palestine where they have already had
considerable success penetrating the Stern Gang, Irgun, and,
to a lesser extent, Haganah.

“f -
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WESTERN EUROPE

UK Government s%smen made it clear, during the
recent parliamentary d on foreign policy, that the UK
intends to stay in Berlin despite Soviet pressure and to secure
British interests in the Middie East despite the UK withdrawal
from Palestine. Although more than one-quarter of the House
of Commons pressed for immediate steps to create a European
federation, the Government indicated its satisfaction with the
present gradual progress toward such a federation, which it
accepts as ‘‘ultimately’’ inevitable. It is significant that both .
major parties agree on full consultation with the Dominions

. regarding British affiliation in 2 European organization.

The proposed formation of a Scandinavian militar .
alliance wz—l{‘ be possible %y if a solution s found for the

problems created by: (1) Swedish insistence that such an

_alliance be consistent with the Swedish concept of Scandinavian

neutrality; (2) Swedish reluctance to conclude a pact with Nor-
way and Denmark whose military strength is comparatively
weak; and (3) the feeling in Norway and Denmark that a Nordic
military alliance based on the concept of joint Scandinavian
neutrality would not be preferable to close western relations
and ultimate tnclusion in a western European securlty system.
Informal military cooperation, or even a regional Seandi-
navian pact without western commitments, might result from
the pressure of international developments, or from effective
and rapid Danish-Norwegian rearmament. Norway, however,
will undoubtedly refuse to meet Swedish demands on the nea-
trality issue. - ‘

German food strikes, labor demonstrations, and gen-
eral labor unrest may be expec 0 continte US-UK
Zones until the food situation and general economic conditions
are improved substantially, The present wave of strikes may
be regarded, in large part, as spontaneous protests resulting
from: (1) the unsatisfactory food situation; (2) the slowness

~ i -
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of economic recovery; (3) the preferential treatment of workers
in favored industries; and (4) dissatisfaction with the efficiency
of the German local administrations. Meanwhile, union mem-
bers still at work have been instructed by trade union officials
to slow down production until ration demands are granted.

The recent rightist trend in Germany, which may deve-
lop into a strong current of resurgent nationalism, may find
active expression in two separate National Democratic Parties
(NDP) which are being organized in both the US Zone and the
Soviet Zone. The NDP in the US Zone has attracted increas-
ing numbers of Conservatives and re-enfranchised ex-Nazis;
the present leadership is conservative but a younger ultra-
rightist element will probably overthrow the present party
leadership. The NDP of the Soviet Zone, still in the process
of formation, has been exprassly designed by the USSR to gain
the support of Conservatives and Rightists and to exploit fully

. German nationalistic sentiment. The USSR will undoubtedly

e attempt to exploit the NDP of the US Zone. The most obvious
Soviet move would be an aitempt to merge the two National
Democratic Parties after they have acquired political stature
and then to urge the combined party to adhere to the Bismarck-
ian concept of Russo~-German cooperation. . ‘

Premier Schuman’s current success in dealing with -
French economic recovery may cause a shiit in the tactics of
both Gaullists and Communists. Reéalizing that violent Com-
munist opposition might force the Gaullists and the present
moderate coalition government into a solid anti-Communist
front, the Communists may even support the Government in
a crisis. The Gauliists may be expected to abandon their
recent coaciliatory gestures in favor of attacks on the Govern-
ment for having compromised French security by making a
weak stand on the future status of Germany and for having
impaired French ‘“‘military autonomy’’ in negotiations with
other western European union powers. The position of the
Schuman Government, which will be further improved by the

- iff ~
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anticipated anncuzncement of increased bread rations to bagin
in June or July, will proably enable Schuman to overcome the
disadvantages of any Communist collaboration as well as re-
nawed Gaullist cpposition.

‘ The French attitués concerning naval reparatioas

from Taly will probably become firmer, Althoug% tas ¥rench
Government apparcnily is disposed to permit Kaly to rotain
som2 of tie naval eraft schaculed for transier to the French
Navy, the French fleet zequires for its oparaticas certain .
other vessels and France will probably insist that Raly ceacs
its procrastination on this issue and make definite arrange~
menis to transfer certain specified warships. In an effort to
exert further pressure on Italy for the transfer of these vessels,
the French have indicated that they will not accept Kaly as 2
member of a western Eurcpean defense system until the question
of naval reparations has been satisfactorily adjusted.

formation of an effectma ccalitﬁon government The moderaﬁa
Left has scaght imporiant economic posts in the new Cabinet
and has conflicted with D2 Gaspari who may, cut of deference
to rightist and Vaticaa interests, ¢oatinue to block the econo-
mic and social reform efforts of the moderate Lefticts,

De Gasperi’s cantimance of this policy may cause this leftist
minority to refuse to participate in the government with the
resuit that a new coalition cabinet would then be formed with-
ocut working~class representztioa. -

EASTERN EUROPE

Recent évidence indicates that the USSR bas embarired

an an intensive jamming opsration of “'Voice of America
(VOUSA) broadeasts, widch, if vigerously pursued, may render
the transmissions completely inaudible in the Soviet Union. In
addition to the inferference enccuntered on all Russfan-lansuage

-iv-

-

TOP SECRET

-

" Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9 |



- Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9

@

®

TOP SECRET

programs to the Far East, Soviet jamming has recently
occcurred on the Munich frequencies which beam broadcasts
to European Russia. The jamming on the Munich frequencies
has not yet affected the intelligibility of the programs appreci«~
ably. The Boviet Foreign Office has evasively answered two
recent US protests concerning the jamming of the Far Eastérmn
programs. Contemplated US countermeasures, such as in-

" creased transmitting power, longer schedules, and unannounced

shifis of program time and frequency, would require the USSR
further to divert scarce equipment and technical psrsomnel to _

jamming operations. -

Reduction of tension and strife in Trieste may result
from the Communist Geclaration ol 1ts Intent to cooperate with
AMG in the development of Trieste’s industry under the Euro-
pean recovery program. This Communist reversal was proba-
bly caused by the realization that: (1) many of the workers of
Trieste have been alienated by the recent Communist-inspired
political strikes and demonstrations; and (2) AMG could favor - -~
the anti-Communist labor union at the expense of the Communist-
deminated labor unjon during the industrial development of .
Trieste. Continued Communist cooperation would remove one
major obstacle to economit recovery in Trieste.

Increasing concern by Marshall Tito over his regime’s
weak political and economic position is suggeste recen
changes in the hierarchy of the Yugoslav Communist Party.
Yugoslav economic recovery has been retarded by the need to
maintain a large army, failure of the USSR to deliver machinery
and capital goods in return for Yugoslav exports of raw materials,
a lack of qualified managerial personnel and skilled labor, and
a serious dollar shortage. These ecanomic difficuities have also -
intensified the already stromg popular opposition to Tito’s Com-
munist dictatorship. Probably in an attempt to carry out the
Kremlin’s instructions to remedy this situation, Tito has subé .
ordinated the ““moderate’”’ Communists, who previcusly were his
chief advisers, to the fanatical, extremist wing of the Party., Tito
has also attempted to increase public support for his regime by

- -
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‘emphasizing Yugoslav nationalism instead of world commu-

nism. Although these measures will not provide an immedi-~
ate solution to the regime's basic economic and political
weaknesses, they will enable Tito to control any future dis-
sensions within the Yugoslav Communist Party.

FAR EAST

The Chinese Nationalist Armﬁ’s existence as a unified
organization is being threatened not oaly by the receatly re-
newed attacks of the Commanists but also by the advocacy of

regional decentralization by Li Tsung-jen, the new vice~
president (see page 2). -

' The USSR will probably try to retard the execution of
previous plans for the establishment of a " Korean Pecpie’s

Republic’’ in North Korea. The Soviet-controlled North

. Korean People’s Council made last-minute revisions designed

to delay the establishment of a separate Democratic Pecple’s
Republic. This delay will perniit the USSR to use the UN-
observed South Korean elections (which were spansored by
the US) to place the onus of Korean separatism on the US.

French officials in Paris and Indochina are attempt-
ing to negotiate a temporary settlement of the French Vietnam

dispute. High Commissioner Bollaert has been authorized to
form a provisional Vietnam government headed by General
Xuan, president of the Provisional Government of South Vietnam
(Cochinchina). The formation of such a government may result
In a transfer to France of the meetings with Bao Dai and might
postpone indefinitély his return as head of a new regime. ¥

a government, with nominal independence and geographic unity,
should emerge under the reportedly ineffectual Xuan, the pros-
pects for internal stability would still be slim because of the
postponement of the settlement of problems concerning finance,
customs, and diplomacy. Ho Chi Minh, who is supported by

80% of the population and who is allegedly loyal to Soviet foreign

-Vi"\.'. ‘c
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policy, probably would then assume control; much of his support
would come from elements who insist upon a propaganda cam-
paign against French use of the European recovery program

to further French colonial policy. Because of the delicate balance
of conirol exerciséd by the Schuman Government, the French

will probably not risk a major policy decision involving 1iberal
concessions on the controversial colonial issue in Indochina.

A temporary Xuan government, therefore, will have little chance

~of success. -

WESTERN HEMISPHERE

N

An army coup in Para to continue Prasident Moxrinigo
in office past 1% August lexpiratim_ date of his legal term) appears
more likely as the resulf of a recent ultimatum by high army
officials. These officials have declared that the army will suppost
the continuation of President Morinigo in office aniess the Colorado
Party is re-united it support of President-elect Goneales. Early
exploratory talks regarding the unification of the Colorado Party
into an effective administrative or politicai conirol organisation
indicate there is virtually no hope for such unification. Morinigo’'s
chances of remaining in office are, therefore, good if he can obinin

-support from both the democratic faction of the Colorado Party

and the army.

»

De tetheconﬁnu rsonal populari oﬁ Bolivian:
President Hertzog and the apparent loyalty army officers,

- the Government may be unable to cope with any seriocas disorde;s

which may result from growing opposition on the part of the |
extreme Right and the extreme Lefi. Of the three most important
parties, one is in opposition to the Government, a second no
longer supports it, and now the sole governing party, the Republic
Socialist Union Party, itself weakened by internal dissenston,
probably will be unable to command a majority in Congress. The
rightist groups who governed the country during the Villarroel
regime from December 1948 to july 1946 have increased their
revolutionary plotting. Communist influence is strong among the

leftisis generally and in some of the more important unions,

- vii -
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US-SOVIET EXCHANGE OF VIEWS

The Kremlin’s apparent inclination to construe the US
aide-memoire of 4 May as an mvitation for di.rect conversations
between the US and the USSR, and to “‘accept’’ this “‘proposal,”’

‘may spring from tactical as well as propaganda considerations.

The Soviet response was obviously designed to obtain maximum
propaganda advantage both at home and abroad by (1) creating
within the US and the USSR a feeling of optimism which in turn
would encourage a relaxation in defense measures; (2) allaying
the war fears of the Soviet and Satellite populations; (3) giving
support to the efforts of the western Communists to regain their

popular following; and (4) driving a wedge between the US and the
western powers.

The Soviet response may also reflect an actual desire
to porticipate in such conferences as a means of advancing the
following immediate Soviet objectives: (1) to gain a share in the
administration and production of the Ruhr and to facilitate the
spread of Communist influence in the western zones by obtaining
US agreement to the reopening of four-power discussions on
Germany; (2) to wreck the European recovery program or obtain
benefits from that program by participation in the program (pref-
erably under UN auspices); and (3) to persuade the western powers
1o modify their present embargoes on trade with the USSR and its
Satellites.

: . In short, the USSR has much to gain, and little to lose,
by entering into direct US-Soviet negotiations and may even offer
conciliatory gestures to this end. Nowhere in the Soviet reply,

however, is there any indication of change in the long-range ob-
jectives of the USSR. '

“1-
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’ ' DISINTEGRATION IN THE CHINESE RATIONALIST ARMY

The centinued existence of the Chinese Nationalist Army
as a coherent functioning wholé is being threatened by the Chinese
| Communists who, after a period of relative quiescence, have re-
| sumed the attack, particularly in Manchuria, in the region along
1 the Honan~Hupeh border, and in south Shensi. The National
Government fears that the Manchurian Communists will prove
sufficiently strong to make a drive into North China, and that
Communist forc¢es in Central China may be preparing to cross
the Yangtze River. Moreover, the unity of the Nationalist mili-
tary organization recently has been weakened by the election to
the vice-presidency of Li Tsung+jen, an advocate of political and
military regionalism and an outspoken champicn of the provincial
military leaders. _
The Chinese Nationalist Army, as it exists today, repre-
sents what remains of a merger, effected at the begimning of the
Japanese war, of old-line troops loyal to Chiang Kai-shek and of
e provincial troops loyal primarily to the generais of their home
provinces. During the course of the japanese war, Chiang
managed to split up many of the provincial forces by interchanging
their component parts or by absorbing them piecemeal into units
loyal to him, thereby effectively robbing them of theiz provineial
homogeneity. However, Chiang is no longer able to force such
transfers upon leaders in many areas far removed from Nanking,
Furthermore, some of these leaders, who owe no pasrticular

loyalty to Chiang, are opposing the Communists in key areas
with relative success.

. As a consequence, the Nationalist high command is
constantly faced with a dilemma. & must either provide the
-forces of these regicnal commanders with all possible military
and economic support, with the risk that such support may
eventually be turned against Nanking, or deny this support,
with. the real danger that certain vital areas will in all likelihood
be overrun by the Communists. Chiang Kai-shek, backed by

| -2 -
G
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' powerful factions in the army and the Kuomintang, has generally
" withheld this support. Now, however, General Li, together
- with Defense Minister Pai Chung-hsi, advoecates the allocation

of arms {o geverals who have successiully opposed the Com-
munists {(regardless of the relations of these generais with the
Nanking Government), the arming of local miliiia, and the re-
moval of favared but incompetent generals. This program,
while theoretically commendable, conid be implementsd only
with difficulty.  Such 2 program would require not only a con-
siderable length of time fo put into effect, but it would be
strougly opposed by the old guard and, in addition, would
have to be undertakien concurrently with niilitary operations

in an increasingly critical war sitation. _

‘The decﬁsim iﬁx these matiers remains at present with
Chiang Kat-shek who has unwaveringly opposed such decentrali-
zation, ¥ the current deterioration in the Nationalist military
position continues, kowever, Chiang will be unable to withstand
the mounting pressures leading toward regmnai decentralization
within the army.
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TRENDS IN BRIEF
GENERAL

The gslow growth of the wesiern European defense
system is probably caused by the present military we 88
of the five signatory nations and their uncertainty regarding
the speed and nature of US aid in event of aggression (see

page 1).

Communist Mag‘ Dax! demonstrators displayed a re-
Iuctance to precipitate disorders, and expressed in their
speeches and slogans a surprisingly moderate amount of anti- -
US sentiment. This probably indicates a need for more time
to formulate a revised party line, based on a reconsideration
of the effectiveness of past anti-western propaganda themes
in view of Communist losses in the Italian elections. Separate
celebrations, indicative of a growing dissatisfaction with Com-~

‘ munist exploitation of legitimate liberal movements, were
staged throughout western Europe by numerocus non-Communist
labor socialist groups.

/ Increased nationalism in the Arab world will probably
result in a request by one of the Arab states at the September
meeting of the UN General Assembly for an lnvestigation of

the French and Spanish administrations in Morocco. A similar
request, initiated last year, was posiponed because of the urgent
Palestine and Indonesian problems. The Arab League has re-
cently indicated renewed interest in Morocco by allocating’
almost $1 million for the Moroccan independence movement.

It the requested investigation 1s undertaken by the UN, it may
eventually lead to an Arab petition for the independence of all
French North Africa. ' '

Despite the Soviet desire to sabotage European recove
the USSR has taken a relatively mild line ag the current session
of the Fconomic Commission for Europe (ECE) and is urging
the creation of 2 new industrial development subcommittee in

| -1
®
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an apparent effort to: (1) publicize the needs of countries

not participating in the European recovery program; and

(2) to obtain outside financial aid from the U3 or the Inter-
national Bank. The USSR may be greatly concerned at the

prospects of success of the European recovery program and
- may therefore be attempting to utilize the ECE in order to

secure essential goods and credits for the Satellites who

were unable to participate in the recovery program.

The intense reaction of theé USSR to the desertion

of Lieutenant Colonel Tasseov (ncw reported to be a political
refugee in the UK) indicates strong Soviet fear that if deserters
from the Eastern Zone are openly given refuge by tile western
nowers, such defections will be greatly accelerated, with ¢con-~
sequent damage to Soviet security. Soviet demands that a
speclal commission of the Soviet Military Administration
(SMA) be permitted to investigate Tasseov’s ‘‘kidnapping’’ in
' Bremen are based apparently on an informal agreement be~

tween the US Military Government and the SMA to return mili-

tary desertars from either Zone to their proper ¢ommand at

once. The Military Government has refused the request for

2 special commission, but has offered to extend the present

Soviet military lizison mission facnities for investigating the

officer’s disappearance.

Major Soviet concessions at the Rome meeting of the

World Federation of Trade Unions (WF TU) have averted an
east-west schism in the WFTU at least temporarily and have
nrecluded the use of the federation to oppose the European
recovery program. Attacks by British and American trade
union organizations on the pro-Soviet bizs of the WFTU Gen-
eral Secretary (Saillant) have resulted in the curtailment of
Saillant’s authority and his freedom to participate in outside
nolitical activities. Although the USSR has forestalled a move
to replace him, Saillant’s usefulness as an instrument of
Soviet propaganda and policy will be greatly reduced. By its

~ concessions, the USSR has again indicated its desire to main-
tain an undivided WF TU and to preserve its contacts with the
non-Communist 1abor groups of the West.

(] - ii -
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The recent abrupt intexrrupiion by Hungary of negotiations
for an interim US~-Hungarian air agreement probably reflects
Soviet belief that the deadiocks in Berlin and Vienna over {rans-
pertation matiers preclude the satisfactory operation of an
Hungarian airline through the western zones. The negotiations
had been reopened in january 1948 at the suggestion of Hungary
and appeared to be on the verge of successful conclusion afier
the US had met Hungarian objections $o clauses of the US draft.
Hungary has suddenly advised the US negotiators, however, that

- the final draft is ‘‘unacceptable’” in view of the recent US ex~

pulston from Germany of the Hungarian restitution and repara-
tions missions. The Kremlin may believe that the US would

- hamper Hungarian air operations in reprisal for further Soviet

interference with US air tzaffic in the occupation zones, and

that the air agreement may therefore bring no immediate 2d-
vantage to Hungary., By instigating the arbitrary Hungarian
step, the USSR forestalls US commercial air access to Budapest,
which would have been distasteful to the USSR, and aliows Hun-
gary to save face in regavd to the ejection of iis missions.

WESTERN EUROPE

The Benelux customs union has thus far chiefly benefited
Belgium, the Netherlands, and Luxembourg by greaily increas-
ing their influence in western European political affairs {sce

page 2). ‘

Che new Iinlian Government will pmbabiy begin a vigorous
campaign for a revision of the Italian peace treaty, following its
assumption of office on 8 May (see page 4). ‘ '

- French military contribution {o the western European

union defense system should be materially Increas6d by The oW
organization for national defense which will shorily be put into

. effect by governmenial decree, pending its preseniation to the

National Assembly. The new structure is designed to improve
coordination of the national defense program.to centralize con-
trol of the srmy, the navy, and the air § orce, and to provide for
their modernization and more efficient operation. '

- i - | ’
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The resignation on 5 May of the Belgian Socialist-

Catholic Cabinet under Socialist PreInier Spask IS not 8x-
pected to result in any major change in Government policy.
The crisis, which wzs brought about by Socialist-Catholic
conflict over a Government bill to provide increased subp-

. sidies for Catholic technical schools, was strongly opposed
by left-wing Socialists. Althcugh Spazk probably could form
a new Government, it is possibie that ancther Socialist will
be chesen. Even if Spaak is replaced as Prem-er he will
probably remain the Foreign Minister.

A Rightist trend in Germany, indicated by the recent
municipal and country elections in Hesse and Bavaria and
prebably caused by the nationalistic and anti-Communist
tendencies of newly enfranchised ex-Nazis and expellees,
may be expected to continue. This {rend is largely caused
by the failure of the moderate parties to institute social re~
forms or to achieve adequate economic reconstruction, the

Q lack of effective leadership among Social Demoerats, and
the anti-Communist policy of the US. .

EASTERN EUROPE

The Kremlin's determination to accelerate the Sovietiz-
ation .of Hungary is reflected in the Hungarian Government's
extension, until 31 December 1948, of the extraordinary power

of the Cabinet Council to govern by decree.  {This extended
power of the Cabinet Council will aliow it to proceed with the
nationalization of all mcxusﬁ:rzal enierprises composed of more
than ten persons and with the formation of agricultural co-
operatives before the next harvest.) The Communists have

- also launched a campaign for the formation of 2 National Front
to insure an overwhelming victory in ¢his year’s national elec-
tions, and they have renewed their altacks upon the Catholic
Church--the last remaining stronghold of organized opposition
in Hungary. ' '

, - i¥ -
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- reflects the gravity with which the rnment views the inter-
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NFAR EAST-ATRICA

lmm_oi.ths__tab_fs.@t_e_ﬂ_r.m_is;s are expected to enter
Palestine after 15 May, when the withdrawal of the British

will open the way for unrestricted war. The campaign will

be a long-range affair, in which the Arabs will attempt to wear
down the Jevrish communities by guerrilla attacks and by eco-
nomic sanctions (see page 6).

The Security Council resolution on the Kashmir dispute
is accepntable to neither India nor fakistan, B India should
attempt to end the dispute by force of arms, initial suncesses
will be followed by retaliatory action by the tribesmen and
further rebellion in the State {see page 9).

Takistan’s decision to exchange ambassadors with the
USSR can be attributed to dissatisfaction with the US and UX
rather than to a reversal of its firm anti-Soviet stand. Here-
tofore, Pakistan has clearly indicated its intention of remain-
ing aloof from the USSR. Now, however, it is convinced that
the U¥. has unduly favored India (as a2 more valuable ally),
and it also holds the US and U¥ largely responsible for the
concessions made to India by the Security Council in the
Xashmir dispute. Pakistan also resents the US decision that
it may not purchase military supplies in the US so long as the
Kashmir dispute remains unsettled. Pakistan’s establishment
of diplomatic relations with the USSR does not represent the -

adoption of a pro-Soviet attitude, but is apparently intended as

a clear indication that the western powers cannot ignore Faki-
stan’s wishes and needs if they wish to be assured of its close

collaboratxon.

A

national situation. The Turks had hoped to avoid imposing this
additional strain on a budget already heavily burdened with ap-
propriations for national defense. Mobilization of the approxi-
mately 150,000 new conseripts, which is expected to commence

in a few days, will increase the total of Turkey’s armed forces

to about 500,000.
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_ The enthusiastic reception given Q@avam upon his recent
return to Iran may presage a renewal of the struggle for power:
between himself and the Shah. Qavam not only retains a group
of loyal supporters in the Majlis but also appears to be gaining
the support of such varied elements as the anti-Soviet Seyyid
Zia (former prime minister) and members of the pro-Soviet
Tudeh Party. The Shah, who is increasingly insistent on obfain-
ing greater prerogatives for himself, has declared that ‘‘dicta-
torial measures’’ might shortly become necessary, especially if
Qavam engages in political intrigue. I Qavam becomes poli~-
tically active, the ensuing conflict between him and the Shah will
seriously redvze Iran’s ability to resist Soviet demands.

FAR EAST

The existence of a centralized Far East Communist -
group coordinating the activities of Far East Communist

parties is further suggested by recent evidence. )

Soviet representatives

held an eight-day session in Harbin in mid-April with Commu-
nist leaders from China, the Mongolian Peoples Republic,and
North Korea. .| 'a similar meet-
ing h2id Anril 19-22 included Communist representatives from
Japan and the Southeast Asia countries. This may reflect a
general tightening of the coordination of Communist activities
throughout the world, especially in the Far East, although addi-
tional evidence is needed to establish conclusively the existence
of a Far Fast Cominform along the lines of that organization
set up in Eastern Europe. In addition, the development of a-
new international ‘‘All Asia’’ line in the Far East Communist

px_'opaganda has been indicated recently by: (1) attacks upon US -

‘reactionary and imperialist’”’ policies in Xorea; (2) Chinese
Communist charges that the US and South Korea ‘‘reactionaries’
are sending 50,0Qp Eorean youths to help Chiang Kai-shek; and
(3) a reported South Xorean Labor party statement that ‘‘war

in China is more important than the situation in Korea.”

-vi -
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A_drastic shake-up of the present Burmese Government
or the elimination of prewar c¢ivil servants from governmen
positions is currently undsr consideration by 2 high-level Burmese
policy commitfee. The commitiee is probably motivated by the
intense nationalistic feeling now prevalent in Burma which de-
mands the removal of all vestiges of previcus British and foreign
influences. Any such elimination of civil servants or curtailment
of their influence through extensive changes in the composition
of the government would leave the Burmese administration
largely in the hands of uneducated and irresponsible young men
and would create political and administrative confusion favorable
to Communist purposges. Decisions by Burmese Communists on
Jimportant policy matters apparently are being held in abeyance
pending the opening of the Soviet Embassy from which local Com-
munists hope to obtain the support and impetus needed to intensify
their present insurrectionary activities.

| Increasing Chinese Communist interest in urban areas, .
. reflected in recent Communist Party policy statements and
@ directives aimed at gaining the support of labor and capital, is
consistent with the developing Communist tendency toward mili-
tary occupation of large cities. Some such pronouncements have
stressed the need of protecting indusiry and commerce at this
stage in the social revolution. One prominent Communist leader
has even stated recently that the urban proletariat is the “‘leading
_class in the Chinese revolution.’”’ This increased emphasis on
industrial development indicates the Party’s recognition that,
as Communist control is extended over the large Chinese cities,
its agrarion program must be supplemented by industrial expan-
sion, which in turn would increasingly require the cooperation
of non-Communist administrative and managerial personnel.
In addition, this trend may reflect reported international Com-
munist criticism that the Chinese Party has given too little
attention to urban areas.

e e Indonesian Republic’s acceptance .
of principles set forth in a draft paper on intornal security
recently presented by the Dutch may precipitate a crisis and

-vii - .
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lead to an ultimate breakdown of the current Republican-

Dutch negotiations in Indonesia. The Dutch consider that the

existence of a private Republican Army within a sovereign

United States of Indonesia (USK) would be an infringément upon

the Dutch concept of sovereignty; they are therefore proposing
- that this Army be dissolved in the interim paried prior to the

: establishment of the USL ‘The present Republican Govern-

' ment, on tho other hand, recognizes that it wouid probably
collapse for lack of popular support if it agreed to such a
dissolution of its Army. In preparing their formal proposal
to the Republic, the Dutch are thus confronted with the alter-

- matives of: (1) insisting on the abolition of the Republican

. Army and risking the conseduences of almost certain rejection;
or {2) accepting {ts continued existence and risking serious
1oss of prestige for yielding to Republican obduracy.

WESTERN HEMISPHERE

. A considerable increase of arms smuggling into Mexico
®  was further indicated recently by the discovery and confiseca-
- tion of over 100,000 rounds of ¢ontraband ammunition by the
Mexican customs officers at Nuevo Laredo. The US Consul
at this port of entry has stated that these munitions were un-
doubtedly intended for shipment to scuthern Mexico, US Em-
bassy Mezxzico has been unable to ascertain whether similar
recent shipments of ammunition were destined for revolution-
ary activity against the Government or for pessible eventual
shipment to Palestine or some other area outside Mexico.
These numerous interceptions by US and Mexican officials,
as well as an abnormal increase in the legal traffic in arms
and ammunition to Mexico in recent months, are significant
- in view of the increasing dissatisfaction in Mexico with the
Aleman administration and may indicate preparations for its
overthrow.

- viii -
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WESTERN EUROPEAN DEFENSE SYSTEM

The slow growth of the westem European defense system
and the temﬂem:y of the sxgﬁammes toward a piccemeal approach to
the broad sirategic problems of defending western Europe against
aggression probably result | from: (1) the present military weakness
of the five signatory nations; (2) their inclination to move cautiously
until they know precisely how much political and material support -
the union may count upon from the US; and (3) their uncertainty
whether the nature of the US military ﬁm*ce will permit early and
effective US support. These three considerations, pius an evident
hesitancy to commit themselves 0 a guaraniee of the borders of
other nations more exposed than themselves to Soviet aggression,
account for the reluctance of the vnion to admit new members who

do not bring with them a military strength c@mmexzsm-a&e to the

additional risk assumed by the union.

The UK visuaiizes the eventual expansion of the umon :
but feels that an effective military structure should be esta&alished
before admitting any new members. The Benelux countries, parti-
cularly the Dutch, appear reluctant to commit themselves to defend
Italy. Framce, Whﬂe eﬁdorswg the inclusion of ftaly into the western
European deﬁense system, seems to favor the establishment of three
military defease groups on the basis of gecgraphic location (western
Europe, eastern Mediterranean, and Scandinavian). These attitudes
seem to be inspired to some exient by a “‘limited kiability’’ corncept
whereby each state would concentraie upon iis own defense and
that of its immediate neighbors. Such a piecemeal plan for the
defense of western Europe would not provide an effective deterrent
to the Soviet Union. Moreover, mazimum effectivengss of US mili-
tary aid to western Eurcpe can only be achieved through a single

defense system which will encampass all the remaining free nations. .

“l -
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ACHIEVEMENTS OF THE BENELUX CUSTOMS UNION

During the first four months of its operation the Benelux
custoins union, which was established to insure the close co-
operation and eventual integration of the economies of Belgium,
the Netherlands, and Luxembourg, has been chiefly effective in
enabling its constituents to present a united and influential froat
in western Furopean affairs. Through their action in sending
2 common delegation to the meetings of the Committee on Euro-
pean Economic Ccoperation, the Benelux countries exercised .
an influence which was surpassed only by France and the UK.

By making a concerted demand, Belgium,the Netherlands, and
Luxembourg have been able to secure participation in the dis-
cussions on western Germany. The experience of Benelux in.
the problems of international economic cooperation has given
the customs union a leading role in the formulation of such con-
structive measures as an international agreement for the clear-
ing of foreign exchange balances and the possible establishment
of an all-European customs union. Moreover, by formulating
positive and acceptable ccmpromises, Berelux may act as concili-~
ator between the UK and France in settling their differences on -
Turopean cooperation.

Benelux has been less successful in carrying out meas«
ures to make effective the customs union. The first phase of
the implementation nrogram--the unification of tariff rates on
trade with third countries and the reduction of inter-Benelux
restrictions --was initiated on I January 1948. Because this
step involved comnaratively few concessions on the part of each
of the Benelux countries, their serious intent to carry out the
agreement will not be demonstrated until the program reaches
the second and third phases. The second step--requiring elimi-
nation of the basic differences in economic, financial, and social
nolicies ~--is scheduled for 1 January 1949, Because the economic
policies of Belgium and Luxembourg have since 1945 diverged
from those of the Netherlands, this phase may be difficult to
implement. The Dutch follow a policy of controlled economy
while Belgium and Luxembourg practice the greatest possible .

.;2-
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measure of free trade. The third phase of complete economic
union--allowing the unrestricted movement of goods, capital,
and persons within the Benelux area-~-is not expected to be
effected for seve .~al years at least.

Despnte the difficulties to be met in carrying out this

' pi'ogram, the advantages accruing to the three nations from

economic unification are tremendous. The political and eco-

" nomic bargaining power gained both from their situation as

the third largest trading area in the world and from the
strategic advantages of their geographic location is enormous.
By uniting their combined population of 1& million peopie,
Belgium, the Netherlands, and Luxembourg have achieved a
combined importance much greater than they have had indi~
vidually in the past.

-3 -
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ITALIAN EFTORTS TC REVISE THE PEACE TRE ATY

The new Ialian Government, which will come into
office shortly after 8 May, will probably wage a vigorous
campaign to effect revisions in the Italian peace treaty in
order to recover lost territory and to remove or liberalize
the limitations on its military establishment. The Govern-
ment will contend that without revision, Iialy cannot assume
the responsibilities expected of it in the affairs of western
Europe.

Concerning the return of the former colonies, the
Italian position is that they were acquired before the advent
of fascism and that a considerable investment of men and
money has been put into their development. The Ralians
also contend that the return of the colonies will partly solve
the serious nroblem of over-population and may ease trade
and food problems. The Free Territory of Trieste is re-
garded by the Italian people as an integral part of Ialy, and
. the Government will probably base its argument for Trieste's
return on the pre-election proposal of the US, UK, and France
that the area be given back to the Italians. Fmally, the view
is held by many Italians that the less of the colonies was a
serious blow to italy’s prestige, which will prevent Italy from
assuming the responsibilities of a major power until the
colonies are returned. .

The Italian case for revision of the military terms of
the treaty can be more effectively argued. Besides its claims
as co-belligerent of the allied powers, the Italian Government
can point out that its armed forces are too weak to offer more
than a limited defense against an invader and could be guickly
overrun by Yugoslavia. Such military impotency would make
Rtaly more of a liability than an asset as a member of the
western European union, and although Italy would like to parti-
cipate as a sovereign state in international organizations, it
cannot do so until it is strong enough at least to defend its own
independence and territory against aggression.

e
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The Rzlian Government will probably also siress the
" fact that unless the treaty revisions are made, the Communists
and the neo-faseisis will profit politically. The Communists
will contend that westorn power promises are unreliable and
that Italy might better have jolned the bloc of Communist coun-
tries which not only favor the return of the colonies but would
assure Ialy of the protection of ihe Soviet army, The neo-
fascists will stress Iialian nationalism and will play upon the
traditional appeal of the Italian empire in the Mediterranean,

«5 -
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THE STTUATION IN PALESTINE

, The prospects for a Palestine truce appear as remote as
ever in spite of the various efforis now being made in Palestine,

New York, and the Arab capitals. The dispatch of British reinforce- |

ments ha,s had the effect of deterring Jewish attacks on Jaffa and in
the Jerusalem area and possibly of delaying the invasion of the
countr'y by the armies of the Arab states. Both Jews and Arabs
appear unwilling to provoke the British, who are increasingly deter-

‘mined te maintain order during the last ten days of the mandate.

After the end of the mandate on 15 May, contingents of
the Arab states’ armies will be free to move in, and full-scale opera
tions can be resumed without interference from the British. The
immediate prospect will be for a series of limited-scale battles,
in which neither side will obiain a decisive victory. The Jews will
probabiy hold subsiantially what they do at present but their commu-
nicahons will continue to be harassed,

Neither side can muster decisive striking forces, although
both Arabs and Jews have large numbers armed and trained for part-
time defense of their own communities. Hagana, the Jewish army,

‘has approximately 35,000 full-time members, with perhaps 20,000

more troops avaﬂame for field service cut of some 50,000 cxvﬂmns
now on part-time home guard duty. Hagana is well tramed and has
armored cars and light support weapons. However, the Hagana field
forces are scatiered, and the Jews have not commitied more than
3,00C men in any singie attack to date.

The largest Arab contingent will probably be drawn from
the regular armies of the Arab states, operating under Arab League
control. Although the armed forces of the Arab states total well
over 160,000 men, most of them will be needed at home for internal

‘security dety. Initially, the Arab states are expected to contribute

no more than 13,000 (ocut of some 35,000 available for Palestine
duty), including the 8,000-man Transgordan Arab Legion and con~
tingents from Irag, Syrm, and perhaps Egypt. These forces possess
armored cars and light artillery, and the Arab Legicn iS reasonably

QGO
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efficient. Also available are the 15,000 troops of the only partially
trained Arab Liberation Army, which is still suffering frorm recent
defeats. Approximately 30,000 Palestinian Arabs are members of
para-military organizations and another 70,000 are available for
home guard duty.

The Arabs can count on some assistance from Bedouin
tribesmen in the nearby countries, while the Je'vs have some re-
inforcements available among immigrants waiting at Mediterranean
and Black Sea ports for the British naval blockade to be lifted.

The beginning of the unrestricted campaign will find
the Jews in substantial possession of the areas alioited to them
under the partition scheme, except in southern Palestine, where
no more than 3,000 Jews are scattered in isolated settiements.
The Jews are well-established in the coastal area from newly-
captured Haifa to south of Tel Aviv, including 2 small area in the
- Arab port of Jaffa. They have consolidated their positions in the
‘Lake Tiberias area in northeast Palestine and appear tobe in a
. - position to seize all of Jerusalem. They do not, however, hold firm
lines of communications from the coast to exther Tiberias or Jeru-
salem.

The primary aim of the Jews, therefore, will be to hold

their present areas, making partition a fact. They will probably

- attempt to complete the capture of jaffa and to extend their coastal
holdings north of Haifa to the Lebanon border. They will probably
undertake limited attacks to strengthen their communications with
the Lake Tiberias region (particularly around Arab-held Nazareth,
which coatrols the main Haifa-Tiberias road). They may attempt
to seize Jerusalem (although it is possible that Jews and Arabs will o
agree to consider jerusalem a neutral area). The Jews may also
make some attacks on Arab troop concentrations. In case of mili-
tary reverses, the Jews are probably prepared to abandon their
Lake Hula salient in the extreme north and later to withdraw from
the Tiberias area, holding 2t all costs the ccastal areas (which
contain well over haif the Jewish Palestinian population). If their
initial operations result in steiking successes, they might launch

o T
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a major attack on the Arab Liberation Army in the Nablus area
and might eventually atiempt to extend their rule over all of
Palestine.

Although the ultimute Arab objective is to destroy all
vestiges of a ]emsh state, their immediate aims appear less am-
bitious than those of the Jews. Ihitially, the Arab regulars can be
expected to occupy the Arab sectors of Palestine and probably

. also the Jewish areas of southern Palestine. Thereafier, they will

probably make limited-scale attacks on key points along Jewish
communications, on utilities (such as the Jerusalem water supply
at Ras-el-Ain and Solemon’s Pools)y and on isolated Jewish settle-
ments. They would resist Jewish scizure of Jarusalem. Déspite

- pressure from the Arab peopies for 2 dramatic victory and possible' '

limitations on the ability of the Arab states to maintain their armies |
in the field for an extended perxod sirong direct attacks by the

Arabs are unlikely.

After the opening moves, the campaignp is expected to
settle down into a long-range affair, in which the Arabs will wear
down the Jewish communities by guerrilla attacks on communica~
tions and cxposed farms and by economic sanctions--including
continued shutdown of the oil pipeline to Haifa and of the Naharim
hydroelectric station, which supplies Haifa and Tel Aviv.

.8“
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THE KASHMIR SITUATION

"Efforts by the Security Council to achieve a settle~
ment of the Kashmir dispute have resulted in its adoption of
a resolution acceptable neither to India and the pro-India
legal Government of Kashmir headed by Sheik Abdulla nor
to Pakistan and the revolutionary pro-Pakistan Azad (Froe)
Kashmir Government.

Under the terms of the resolution (1) Sheik Abdulla’s
Government, pending the outcome of a plebiscite, would be
broadened to include egual representation of pro-Pakistan
elements; (2) Indian troops would be progressively withdrawn
to the extent permitted by internal security requirements;
and (8) Pakistan forces would be allowed by agreement be-
tween the two dominions to occupy certain areas of the State
to assist in the maintenance of law and order.

The Goverament of India and Sheik Abdulla’s Govern-
ment of Kashmir claim that these provisions, if implemented,
would nullify their legal rights and would constitute a breach
of faith with the people of Kashmir. Pakistan and the Azad
Kashmir Government, on the other hand, maintain that a fair
plebiscite eannot be held so long as Shéik Abdulla heads the
Kashmir Government and so long as Indian troops remnia in
occupation of the State., The Government of Pakistan main-
tains further that it could not persuade the tribesmen of the
North West Frontier Province to return home, and that the
use of force against them would permanently alienai'e this
important segment of Pakistan’s population. Pakistan, sup-
ported by the Azad Government, demands therefore the com-
plete withdrawal of all troops and the replacement of Abduila
by an interim neutral administration to be appointed by the
Security Council.

Despite the bitterness of the dispute and Pakistan’s
conviction that a fair plebiscite would result in a pro-Pakistan
vote, it is unlikely that the Government of Pakistan wiil sponsor

-9-
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an attempt to end India’s occupation of the State by force.
The Government fears that its Army is too short of arms
and ammunition to gain a victory. Indian Army leaders, on
the other hand, notwithstanding India’s superior mﬂmry
strength, recognize the possibility of over-extending their
forces in Kashmir and have mdicated a desire to negotiate
a settlement with Pakistan.

- Current statements by Indian political leaders are

contradiciory. They suggest that in view of the failure of
the Security Council to provide a satisfactory solution, a
resolution of the dispute will be sought both by ‘“‘other peace-
ful means’’ (implying direct arbitration with the Government
of Pakistan) and by intensified action of the Indian Army. K

| arbitration is adopted, a satisfactory and lasting solution
could probably be obtained by conceding to Pakistan those
areas of west and north ¥ashmir (including Poonch and Gilgit)

- which have clearly indicated an overwhelming sentiment in

| ‘ favor of 1’akistan. Jammu and the important vale of ¥ashmir
would be retained by India. H, on the other hand, India attempts
by force to establish Sheik bdulla s rule over au of Xashmir,
it will probably succeed initially but in the near future will be

| confronted by retaliatory action on the part of the tribesmen,

| with the connivance and possible involvement of the Pakistan

| - Government, and further rebellion in the State.
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TRENDS IN BRIEF

N

GENERAL

- Recent Jewish military suecesses in Palestine, by in-
creasing Zionist confidence and the probability of early inter-
vention by the armies of the Arab League states, have further -
undermined UN efforts to bring about an Arab-Jewish truce
for all of Paiestine. The present possibility of effective UN
" action regarding Palestine is therefore all but destrayed.
Because the formulation and implementztion of an interna-
tional policy for Palestine appear impossible, purely national
interesis will now come {o the fore. The Arabs and Jews will
continue iieir struggie unchscked, The UK, which will no
loager be responsibie for Palastine after 18 May, will be
“more angicus than ever to protect its sivategic intevests in
" the Arab world, The USSR will use coverti means (and
' possibly open support for the Jewa) to keep the Palestine war
Q ‘ going as long as possible, thereby insuring instability in the -
Near East and ideal canditions for Communist infiliration. '

’ The Soviet Union’s belated decision to ogcuny iis
* hitherto vacant seat in the UN Trustcesiip Council is attri- |

butable te a desire to improve the Soviet tactical position in L
opposing the US trusteeship proposals for Palestine. Through
its participation in the Trusteeship Council {where decisions

‘are made by simple majority), the USSR has taken the best
move left open to it following the success of the US in tzking
the Palestine question away from the Security Council where
the Soviet Union can use its veto. In the Trusiseship Couneil,

the USSR will not only obizin a greater voice in the disposition
of the Paléstine issue, but it will also be able o exploil the
colonizl issue most effectively. . ' : .

A yeawakening of German intiiative in international
trade has recently been indicated by an informal proposal of
the two largest German shipping companies that 756 US Libexty

I
“ia
@
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ships be turned over for operation by German crews, The
German companies hope to forestall the opposition of US
‘shipping interests by suggesting limitations in the use of )
these vessels which would reduce competition with US ships. -
_ US approval of this proposal, however, would nécessitate a

\ reversal of the recent extension of the Ships Sales Act which

\ prohibits the chartering of US war-built vessels to foreign
operators. '

The UK will probably initiate efiorts in the near
future to settle Antarctic guestions, probably by means of
conversations with Argentina and Chile. In view of the
earlier British position that the problem should be settled
by the International Caurt, the apparent readiness of the
UK to negotiate a political settlement is in iiself 2 concession,
However, because the Government wiil be unable to offer any

, substantial gecgraphical concessions to the South American -
Q : cmmtries in view of Conservative opposition to any Laborite
liqmdation of the Empire, the cutlogk for an easy settle~
- ment of the jgsue is not bnght

. ‘The ,eon;z«expﬁcted breakup of the World Federation
of Trade Unions (W¥TU) will propabiy not occur at the 30
April meeting in Rome of the WFTU executive commitiees.
Although dissatisfaction of the CIO and the British Trades
Union Congress (TUC) with the WFTU continuesg, the USSR’s
acknowledgment of the right of eack national afffliate {o
,  determine its attitude toward the Eurcpean recovery pro-
© gram has reduced the tension., Both the CIO and the TUC
wish to avoid the charge of having broken the solidarity of
world labor and therefore will seek to base their withdrawal
from the WFTU upon a non-political trade union issue, At
‘the Rome meeting, they wiil probably attack the pro-Soviet
bias of the WFTU secretariat and demand that the powers
of the Communist Secretary General (Saillant) be curtailed,
'The USSR desires to mainizin an undivided WFTU through
which to spread its propaganda and will seek to postpone
major decisions until the Brussels meeting of the foll WFTU
Congress in Sepiemb@r

e | “h-
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WESTERN EURCPE

Despite the decisive victory of the Kalisp Christian
Democratic Party in the recent elections, the stability of the
new ftalian government will depend upon De Gasperi’s ability:
(1) to form a strong coalition cabinet which will include the
Socialisis, and (2) to implement necessary economic and -
social reforms (see page 1).

‘The political stability of the German ports of Hamburg,
Bremen, and Emden may be sericusly impaired as a result ,
of the US decision to divert their traffic to the poris of Rotterdam
and Antwerp in order 10 distribute traffic more evenly over the
German transportation system by making greater use of the inland
- waterways. Lack of traffic for these German ports has already
~ hampered economic recovery to the extent that some German.
businessmen are considering sirengthening economic and political
, relations with businesses now located in the Soviet Zone. Any
@ ' further lowering of the economic level in these major port areas,
where Communism has always flourished, would offer the USSR
valuable opportunities for penetrating the business community
of the western zones. Co

t:inspired wildcat strikes in Essen, Hamburg,

occur during the next few months and will
probably follow the general patiern of the successfu! wildeat
test strike of dock workers in Hamburg last Janvary. The
Central Commitiee of the Communist Socialist Unity Party
in Berlin is reported to have organized strike commitices in
these German cities and to have sent leaders to organize and
conirol sirikes in the areas. The local Communist headquarters
in each city has been instructed to show sympathy for the strikers

- put not to participate openly in strike action. Discontent and idle-
ness among workers in Essen and Hamburg make those cities

~ especially vulnerable o this type of penetration. Frankfurt, as

- the seat of the Bizcnal Economic Council, also makes an excellent
- target for such Communist activity, -

: - §if -
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. The deadlock over transport E]roblems continues in
- Berlin despite a lull in sensational publicity. The USSK has

not made a single real concession but has actually established
complete but somewhat inefficient control over surface {raffic
moving in and out of Berlin, except incoming freight. Fresent
hope for solution by negotiation is small. The USSK is now

apparently preparing to tighten its grip on the city by attempt-

.ing to enforce new restrictions on air traffic which would make

all allied transport subject to Soviet regulation. So far, Soviet
action on air transport has been limited to probing for western
power weakness under the guise of a desire for increased air
“safety.”” I the US-UK reaction to this probing shows indecision,
the USSR may be expected to take strong action to compel western
air traffic to submit to Soviet controls. Such action would prob-
ably include use of Soviet fighter planes to threaten and intimi-
date aliied pilots. ' '

EASTERN EUROPE

Czechoslovak armamenis, including tanks and heavy
artillery,are reportediy being shipped from the Skoda works
to the USSR at the rate of six trainloads per month. These re-
poriés have not been confirmed, however, and the possibility
cannoct be excluded that the shipments may actually include
bheavy industrial machinery and equipment as well as armaments.
Although Czechoslovak armaments production has reportedly
been expanded since the coup, it is believed that priority is still
being given to the export of Czechoslovak machinery, steel piping,
rails, and other equip-nent to the USSR. Any subsizntial increase
in Czechoslovak heavy armaments production would be at the
expense of these essential industrial products and would repre-

~ sent only a small proportion of total Soviet armamenis production.

 Although Yugoslavia, Rumania  and Bulgaria probably
dg not contemplaie the severance of diplomatic relzations with
the US at this time, their recent efforts to restrict the activity

-iP -~
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of US dipiomatic and military representaiives indicate a firm
“intention to limiZ or reduce the capacity of these missions to
function efficiently. The Yugoslav Government has threatened
to curtall the staff of the US Military Attache unless that
mission is reduced voluntarily, and the US Consulate in Zagred
is virtually unable to fuction beeause of recent governmental
restrictions. The Rumanian Govemmen* is also seeking to re~ -

- duce the size of the US Mililary Attache’s office there by de-
laying the issuance of entry visas. Continued harassment of
the US missions in all of the above countries is maintained by
the intimidation and arrest of native employees, limitation on
travel, and atiempts to implicate US employees in esplonzge
plots. .

Despite an intensification of Communist propaganda in
Finland and numerocus reports of a Communist coup before the
july elections, it is unlikely that the Kremlin will grder an
insurrection until the Communists have chinined control of

O the police, army, and trade unions. Because the Communists
camiot obtain this control before the clections, they are un-
likely to talte any drastic action which would impair their
recenﬂy imnroved ejectoral prospects resuliing from the

“‘benevolent’’ character of the Soviet pact. The Kremlin will
probably refrain from further interference in internal Finnish -
politics prior to the elections unless: (1) Bast-West relations
deteriorate markedly; (2) Finland fails to move cauticasly in
its rejations with the west; or (8} Communist prospects in the
elections suffer a severe setback. Soviet reluctance to further
the wesiern orientation of Seandinavian nations acts as an
additional deterrent to me use of strong-arm Communist tactics
in Finland.

NEAR EAST-AFRICA

Early narticination of the Transiordan Arab Legion in
the Palestine fighting appsars prouable in response to wide -
spread Arab dissatzsfacﬁon over recent fewish victories and
in view of Abdullah’s desire to streagthen his position in the
Arab world. Severance by the UK @ef its connection with the

. - -
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Legion would probably not be sufficient to prevent the Lagion
: from marching. Theo Arab League¢ has anmounced that it will
. assume the British 2 million pounds anaual subsidy i neces-
sary, and ths withdrawal of the approzimately 40 British
officers now serving with the Legion would probably have
oaly a limited immediate effect on its fighting ability. Heavy
British pressure on Abdullah might deter him from using the
Arab Legion in Palestine, but caly at the expense of jeopardiz-
ing the close relations the UK has laboriously built up with
" the Arab states., Continuing UN fnaction on Palestine may even
the reluctance of the UK to cbstruct Arab military
* efforts, particularly after the British responsibility for Pales-
tine enas 15 May. :

Continued shutdown of the Haifa oil refinery (which
normally processes 90,000 barrels a day) will have seriocus
economic consequences in Palestine and ths nearby Arab states

@ and adverse effects in cther parts of the world. Haifa normally
supplies all the petroleum needs of Palesiine and Transjordan,
half the requirements of Syria and Lebanoa, and a fourth of
Egypt’s current consumption. Unless oil can be gbtained from
other sources, economic activity in these countries can be ex-
pected to be sharply curtailed in the near future, and Arab-
Jewish military operations may in time be affecited. The Haifa
shutdown has already interrupted Greek-Turkish aid program
oll shipments and bas also resulted in a US decision to reduce
US export quotas for Argentina and other Western Homisphere
nations. Reopening of the Haifia refinery is unlikely while the
Palesiine struggle continues: the Jews hold the refinery and
the Arabs control the pipelines which supply it.

~ The revival of Iranian claims to the Bahrein Islands in
the Persian Guif (in response to & growing nationalism and the
desire among leftist circles to embarrass the US and UK) is
not expected tc be successful but will nevertheless have un-
favorable repercussions. The UK, which has controlied the
islands through exclusive treaty rights since the latter part

-vi -
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of th2 nincieenth conlmry, has made clear that it will not
eonnbznance the Ivacion clatms, Ths US, which is ieforesisd

in 2 maintcnarso of stabllity in the aren and is also cen-
cornzd beeavse of American ofl interests ia the islands, g
informally indicated ils disapproval o Iran. Finally, Bahrein’s
predominantly Arah population, as woll as the Arabs of npoighiisr-
ir states, oggoses (2 clairms, The Fanfan Governi—ant vwill
1le=2 prestige at homs by its fallure to rezsiablich soverelsaly
over the island, Moreovwar, pogular antipathy against (e US
and UK will 52 stivred up in Iran, and €19 USGR will b3 pro-
vigsd with further opportunities to promoln internatignal dis-

" ¢ord in this troubled area.
FAR EAST /
The clection of General Li aw-tjen to the vice presi-
¢sacy of the Chinese National Governmen represenﬂs a poli-
‘ tienl setback to Chiang Kai-shek, who oppossd Li’s tandidature
O - {es2 page 2).

Philml’s pesition as head of &1e new government in
Siam 18 not yet fully establiched despite the nominal centrol
Ir2 enorcises over parliameat and the support he enjoys from
2 army.' He may therefore b2 expacied to countér any
thraats to his position with dictatorial measures (Sez page 4).

The tnstabm% of ihe National Government in China is
fortirer demonsirated by the current exotus hinsse e
mills ard oﬂmr factories frem Shanghai to Hong Horz., Daopits
T.'V. Seong’s efforis to encourage norihern industrinlists to
teansfer their operations to Sonﬁh China, factory cwners are
apparcnily reluctant to remain in €2 conntry because of
cristing ecotomic tontrels, la!oon' unrest, and military threats.
Any sizeable recuction of Chﬁna s inmdequabe productive capa-~
city wili greaily increase inflaticaary pressures fn ide country,
exdenger its foreign exchange position, and add substantially
to unemployment and conseguent sceial unrest,

- Vit -
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Indochinese Vietnam propaganda has recently shified
to include some direct atiacks against the US, probably in
respense to an increasad possibility that the French may
soon seck foreign mediation in order to resolve the political

' deadlock in Indochina. French prestige in Indochina has
~ been seriously weakened by the failure of the French forces
to achieve military success and by the continved impasse in
negotiations with the Vietnamese. Meanwhile, guerrilla
activity against the French has increased in all sectors, and .
Vietnam morale has been greatly strengthened,

The recent change in the Burmese Cabine§, aimed at
ircreasing the military effectiveness of the Government’s
forces, has given the Defense Minister coatrol of the mili-
tary police as well as of the army. The Defonse Minister
(Bo Let Ya), who is known to be ruthless and sirongly anti-
Communist, may emerge as Burma’s strong man at a time
when the Burmese Communists are increasing their attacks

@ oa villages and cutlying police stations. I is doubtful, how-
ever, whether the army and the military police will be able
to bring the Communists under control before the monsoons
in mid-May when a general stalemate will occur. K the
Communists disrupt the vital north-south transportation and
communication systems, they wiil be in a position to disturb
the trade between upper and lower Burma and to produce
further political complications favorable to their objectives.

The critical situation in Korea has been intensified

by the establishment of 2 ' 'Demoeratic People’s Republic”’
through the adoption of the ‘‘Draft Provisienal Constitution’’

" by the North Korean People’s Council on 29 April. The
“Republic’s’’ claim to national sovereignty will be ‘‘legalized’’ -
through an ‘‘all Korea’’ election after the withdrawal of all
occupation forces and the annexation of South Korea by
force, if necessary. In the US Zoae, the violent Communist

. campaign against the forthcoming UN-observed eléctions will
probably be greatly intensified on 1 May and could éevelop into

~ .generalized terrorism and sabotage ffom 8 to 10 May. Despite
the increasing use of firearms and explosives by the Communists,
native security forces will probably prove capable of controlling
the situation with 2 minimum of assistance from US occupation

@ forces. —viiio .
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. WESTERN HEMISPHERE

Furiher deterioration in Argentina’s foreign exchenge
position has improved US bargaining power for Economic Co~
operation Administration purchases. President Peron has
urgently requested the US to suggest 2 program under which
 Argentinz could obtain dollars for grain snd certain ofher pro-
- ducts. The US is thus provided with a favorable opportunity

to achieve its major econoimic objectives in the country, in~
cluding better treatment of US capital and an increase in-

- petroleum production.

l .
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C POST ELECTION PROBLEMS IN FTALY

The decisive victory of the Christian Democratic
Party in the Ralian slections doos noi guarantee a siable
dempocratic government. The stabilily of the new Halian
government will depend &E{iﬁs‘i e composition of the cabinet
t6 be formed i May and upon the successful mplemeﬁwtma
of necessary economic and social reforms.

_ The Talian Communists and a‘heig' allies still consti-
ke a strong minority in the now Parliament and control
approximately six million organized workers through the
Tialian General Confederation of Labor (CGIL). In addition
to this considerable political and economic sirengih, the

Communists are in a position to discredit the government
by exploiting the seriously adverse conditions which beset
the people. As a conscauence of the severcly redueced Halian
economy, there still is considerable unemployment and the
standard of living, particularly in scuth aly and Sicily, is

@ exivemely low. Moreover, the present tax system is highly
unfavorablie to the working classes and helps o perpetuate
the maldistribution of wealth, Working conditions, particu-
iarly for industrial and agricultaral labor, ave bad and fur-
nish the Communisis with effective propaganda. The Com-~
mugnisis can 2iso exploit the discontent of a large number of
landless peasants who are virtuaily sexfs to a2 few imporiant
landowners. ¥ any of the groups which gave De Gasperi
active support influence him againsi making needed economic
or social reforms, or if his government is unaile to imple-
ment efzzczenﬁy such reforms, the Communists would be able
guickly to regain the mﬂue'we and psfesage iost at the eiee:szmasa

The establishment of a stable Itaiaan government would
reguire ihe inclugion in the new cabinet of the moderale Soeial~
ists, whose program has the support of the non-Communist
‘Wﬁi"’k@?ﬁ, and the adopilen of an integraied Socialist and Chris~

tian Democratic program. The sirongest weapon possessed
by the Communisis is their control of organized labor., This
control can be broken only through effective collaboration by
the Christian Demosrats wi EEE moederate Socialist labor leaders.

e
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WEAKENED POSITION OF CHIANG KAI-SHEK

The election of General Li Tsung-jen to the vice presi-
dency in China is not only a victory for that considerable group
within the Kuomintang and the National Government which strongly
desires 2 more progressive leadership, but also represents a : .
political sethack to Chiang Kai-shek, who was opposed to Li’s
candidature. Confronted by this defeat, Chiang may possibly
refuse to accept his recent election to the presidency. There
would undoubtedly be strong opposition at the present time to
his withdrawal, however, because it is siill generally recognized
throughout the National Government that no other leader ean so
effectively rally the support of various Kuomintang factions and
cliques.

It is doubtful that two such vigorous personalities as
Li and Chiang, with such apparently antagonistic views on funda-
mental questions, can work in harmony for more than a short
beriod. Besides the opposition of their views on reform and its
O implementation, Chiang is the proponent of strong centralized
' government, while Li apparently favors the development of China
as a federation with a considerable degree of provincial autonomy.
Li’s support comes largely from those who favor decentralization
and the delegation of increased authority to provincial govern-
ments in matters of civil administration and defense.

Although the withdrawal of Chiang from the polifical

scene in China may not be imminent, the forces leading in

- this direction arc steadily gathering strength and will continue
to do S0 as long as the National Government under Chiang shows
-no greater capability in coping with its military and economic
problems. The departure of Chiang, for whatever cause, would
probably be followed by accelerated disintegration in the Kuomin-
tang and National Government, 2 course which might continue
unchecked and be exploited to the advantage of the Chinese Com-
munists. It is possible, however, that the removal of Chiang’s
dominating personality would allow the formation of a broadly
representative government under a new and progressive
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- non-Communist leadership. Such a leadership, commanding
the support of the more progressive clements in Nationalist
China both within and outside the Kuomintang, may now be
developing in the ‘‘reform” movement associated with the
new vice presidont, The capabilities of such 2 movement .
are untested, however, and even the identity of its more
prominent leaders rergains somowhat obscure.

-3 .
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THE NEW PHIBUL GOVERNMENT IN SiIAM

Phibul’s position as head of the new Siamese Govern-
ment is not yet fully established despite his popularity among
nationalist groups, his nominal coatrol of Parliament, and
his present firm support from the Army. He faces the threat
of resistance or non-cooperation from a significant parlia-~
mentary opposition. (In the recent vale of confidence there
were almost as many abstentions as affirmative votes,) He
may therefore encounter difficulties in cbtaining parliamentaky
approval of vital budgetary measures, Phibul may also be
confronted by defections among his followers in the Army. -
Moreover, like the predecessor regimes, his economic posi-
tion is complicated by the extent of local Chinese control over ~
vital aspects of the nation’s economy.

Phibul may be expecied to counter auy threat against
* himself or his government by vigorous and dictatorial action.
' His regime is likely to be both rightist and nationalistic in
@ character, and inclined toward opportunism. K Parliament
proves unmanageable he may dissolve it and call for a general
election or simply attempt to govern through an intimidated
Supreme Council of State. He is threatening to improve Siam's
economic position by taking steps fo reduce Chinese tontrol.
The local Chinese couid effectively counter such a move by
shutting dowm their vitally important rice mills; however, they
may be persuaded by the Chinese Government to refrain from
such action because of China’s urgent need for rice. Phibul,
also, may atiempt to obtain more favorable trade contracts
from the US and UK by capitalizing on the presence of the
Soviet diplomatic mission in Bangkok. Phibul will probably
honor Siam’s existing international commitments. On the other
hand, le will probably impose restrictions ot some of the
imporiaut foroign profit-taking enterprises as ie graduzlly
consolidates his position. Moreover, he will probably play up
the Communist internal threat in an effort to eztract arms
and financial support from the US.

-4 -
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Phibul, military dicta-%sm during 1938-45,
cams dack into pover in earlyZ%/hs a direct conseguence
o? th> November 1247 conp which ke engineered, This coup
cucted the Thamroag Cabinet and resulted fn the instnilation
ol a “‘democratic froat”’ Cabinst under Abhaiwang 28 a means
of vripning foreign approval of the ehange in regimes and as

a means of avolding the appearante of military coatrol, |
Ablmaivong, however, did not prove to be a willing mtesge and
Phiial conseguently forced Abhatwong’s resignation and had
himself appointed premier by the Supreme Council of State.
Autheritarion action by Phival will undonbiedly increase the
size of his opposition and encourage plots to remove him
from power. The opposition presently lins meager capabili-
ties for a successful coup. Wis armed strength is limited to
an {mpotent navy and the rempanis of the wartime Free That
movement. This opposition group, however, may in time be
swelled by disaffection within the Army. :

-5
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"TRENDS I N BRIEF

. VVESTERN EUROPE

Kz apparent desire of the USSR for carly completion
of an Austrian treaty has 12d to a chanse in tactico at the
Loadoa treaty Giscussions and in Soviet administration of
Auotria (c22 page 1).

Coramenist dominntion ¢! Ralian labor has beon
sericusly impaired by the rosults of the recent general
clections (sce page 2).

Recent preparedness steps by the UK reflect increasing

official pessimism regarding the international situation., The
British Government has sharply advanced production plans
for two types of jet bombers, and the army is drawing up

@ measures tc improve its operational readiness (including a
plan for general mobilization after 1 April 1949). The Govern-
ment 18 also actively considering the problems of the organiza-
tian of civilian defense.

Sporadic strikes and demands for additional wane in-
creases can be ezpected in France unless food prices are
substantially reduced bzfore june. The average Frenchman
spends 80% of his income ca food and, although long-range
agricultural and industrial prospacts for 1948 are good,
recent reductions in the prices of household commeodities
are not as yet reflected in the standard of living of the workers.

The fears of certain French military and political
leaders concerning the likelihood of a Soviet attack on
western Europe probably indicate uneasiness over France 8
ability to resist as well as a desire for positive US military
commitments. France will undertake joint military defense
plans with the signatories of the Brussels pact, although the
success of this collective effort will be dependent upon clear-
cut evidence of US military support,

-1-
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Frortioas fn Borlin ong fiﬁ"‘ t*""ﬁm‘ 0a ot B@veb@m% aﬁﬁa@ |
Inhar enlozs in Gt eity by m’i—ﬁammtﬁts hava B -
- Ooeliitated by the guecess c’? (&2 onti-Commnnist hfsnsntand
v‘? rrds Unfon Organizaticn (UE0) fa roceat trads vnfen clostiern
{n Derlin, T dsfeating the Commupnist-controlled Fres Qenron
Uifoa of Trofe Unleas in ti:o Goviat coctor a5 woll a3 € [
rosfano, s UGO hine gai:t*‘ cratrol of thege untens, eopsinlly -
- $h ox m;_qn:*i,m polee ant (popopant gravps ta s castars
) CZ"S"MB. Tirls we&ayg h2e soodally donrived a2 USSR ol U0
- ehinf tastremsat, crcept mINKary foree, by which eantrel of
t‘ﬁm eity could be aﬁ:ﬁamed and throwvgh whs.ch the prescence of
the western powers could be rendered increasingly diffieult.

- E&STERN EUROPE

_ - Following th 2 Communist giectoral defeabin B&alv, the
_ USSR may temporarily modorate Communist activities i
. ~ TRaly and France, but is expscted ¢ o continie Comuaunist -
pressure in Germmy aﬁd agxressive tactics in the Ncar Bast

-~ {ege page 3)

itary ty by the USSR in castern
Geor PIRany, paﬁ"iculaﬁy in Bezz'lin Guring the past 90 days can
proably be regarded primarily as mezsures to consolidate
tire Soviet postwar position in western Eurcpe and to continue
tho war-of-nerves against (he westery powers, Such mili-
 {apy activity is estimated to nve the faﬂ@mw oojcetiven:
: (1) o further. sealing of the western border of the Sovist
spleve; (2) normal replacements for Soviet armed forces
. in Germany; (3) participation in the program of wancuvers
now keing conducted in all territories occupied by the USSR;:and
4)a contribution to the war -of-nerves designed to éeerease
or climinate western representation in Berlin and the Allied
Control Councik. Although increased military activity may
b2 expecied to continue for some time, it is probably nota
| pzcegam&ﬁm for movmmenﬂ: against wes@em Earope,

o ‘ S S
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_ Several measures recently adopted by the USSR are °
qesigned apparently tc increase the Sovict Unlon’s military
and economic capabilities and to facilitate a transition from
a civilian to a military eccnomy. By a recently-published
decree, military ranks are established for all administra -
tive, engineering, and technical personnel now in industries
under jurisdiction of the Ministry of Non-Ferrous Metallurgy
and the Ministry of Internal Affairs. This decree, which is
almost identical with the one issued in 1947 to govern the

-coal ministries, may indicate the formation of quasi-military

organizations. I addition, civilian defense groups arve report-

edly being established for each city block in Moscow, and air
raid eystems are being reorganized. :

ent.shin & ee‘ ents between Czechoslovakia
and Poland are designed to integraie more closely the Satel-

. lite economies. By the terms of these agreements, large

quantitics of Czechoslovak traffic will be handled through
Stettin instead of Hamburg, Czechoslovakia will transfer
some 30,000 tons of river barges from the Elbe to the Oder,
and Czechoslovakia will receive a free port in the Stettin

~area. Oder traffic, however, cannot reach western Czecho-

slovakip without transshipment, and the Baltic port of

Stettin is not as convenient to the North Sea as Hamburg,
Despite the obvious disadvantages to Czechoslovakia, the
USSR is apparently determired to implement the agreements -
as soon as possible in order to: (1) avoid future costs at
Hamburg involving hard currency; (2) develop ports which
can compete with facilities in the western zones; and (3)
make the Satellite economies more independent of trade
areas which the USSR does not conirol.

NEAR EAST-AFRICA

Severe criticﬁsh: of the VIS Palestine tyusteeshin

proposals in the General Assembly makes it increasingly

- unlikely that any effective UN action on Palestine will be

taken before the termination of the UK mandate on 15 May.
- - iif -
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Ap 2 result of the steadily increasing hostilities batween
Arabs and Jews and the distnclination of the UN to send a
military force to impose a sottlomant, certain UN dolegations
gxo attempting ¢o shift the emuhaots from plans for p truce
ard trusteeshiy to ths problem of safoguarding the raligicus
chrincs in tho Jerusalem area. By maintaining socurity tn

o Jorusalem area (passibly incluéing rafl and road communt-
cattans to the sen), tho UN would control a center of antharity
which mizht oventunlly be aipanded to include the rest of

tho comtry, While such a course of action would inftially
leavo most o Palestine in & stats of eivil var, it ts the
a{ngﬂs UN ﬂ?nctton which app2ars to have any chance of succens

a e. |

(w@s’r

Political disintegration in Nationalist China has become
rolatively advanced and may be greatly increased by the out-
come of the current vice presidontial elections (see page 6).

The repgistration of almost 92% of the South Korean
electorate for me""T_'ortxze"‘_ﬁTiommg -on3erved election refiects
a considerable degree of pressure by rightist police and
terrorist youth groups and, caly in part, s spontanecus ex-
pression of public interest in a national election. Police and
youth groups who are members of the' Rhes Syngman machine
bave been offering ‘‘instruction’’ in democratic procedures
to the rural population, and Soviet propaganda has already
bagun to attack the validity of the election on the grounds of
cosrcion and intimidation. 2

Jose P. Laurel, %resldent of the Phﬂ%mes under tho
Japanese occupatim, is g every exploil the un-
certain political situation (produced by the death of President
Roxae; to further his presidential aspirations for 1949, Ignoring
the periad of national mourning, Laurel has continued his public
criticism of the Government for its alleged subservience ¢to US

military and economic interests, and he has engaged in a series

-{y -
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of maneuvers designed to harass the new Quirino administra -~
tion. Unfavorable popular rezction to his attacks upon Quirino
has led Laurel to make a coaciliatory propesal for the estab-
lishment of a coalition government under Quirino and to
indicate that he is willing to join such a coalition. However,
Laurel recognizes that he is now a key political figure,and -
ke wishes to extract maximum concessions from Quirino for
the support which the new president needs.

WESTERN HEMISPHERE

Reports continue to be received of Soviet submarine
activities in the Caribbean, By early April a Soviet submarine
had allegedly arrived at a secret base on an island off the
Mezxican coast and was scheduled to land arms and Soviet
officers in Costa Rica. The possibility has also been reported
that a Soviet submarine recently sent men ashore in the Nautla
area (near the Poza Rica oll fields and pipelines north of Vera-
cruz). On 21 April, a US submarine reported sighting a foreign

@ submarine in the Guif of Panama and a US plane reported
“‘almost positive evidence’” that a Soviet barkentine in the
same area was refueling 2 submerged submarine, Although
positive confirmation of any of these reports is not yet avail-
able, the possibility of such activity is not discounted,

The formation of 2 Costa Rican mili junta is-
expected as a result ¢i the recent agreemen% %ﬁ the civil
! war. The desire to destroy the military power of the Com-
munist Vanguardia Popular and the need for a firm attitude
toward the meddling of General Somoza of Nicaragua will
compel the victoricus rebel forces to pursue, temporarily

at least, a dictatorial policy. -
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NEW SOVIET ATTITUDE TOWARD AUSTRIAN TREATY

| The apparent desire of the USSR for an early conclusion
of an Austrian treaty has recently led to a definite change in
Soviet tactics both at the London treaty discussions and in the
administration of Soviet areas in Austria. Until recently, the
USSR enjoyed an excellent tactical position in the London nego-
tiations because of the reluctance of the western powers to
commit themselves on the economic phases of the treaty with-
out knowing the Soviet position on questions of Austrian security.
The USSR has sacrificed this advantage by agreeing to defer
the discussion of economic items in order to consider the se-
curity issues.

Although recent moves by the USSR in Vienna and in
the Soviet-occupied zone of eastern Austria appear to be con-
fused and defensive, they essentially reveal a Soviet desire to
impress the Austrian Government and the western allies with
the desirability of an Austrian treaty. Soviet steps to impede

. transportation between the western zones and Vienna, which
bave proved annoying even though never fully enforced, are
probably intended to serve as a reminder of the capabilities

~of the USSR in Austria. Austrian leaders are particularly dis-
turbed by the prospects of possible Soviet violence and forced
partition of the country following a breakdown in treaty nego-
tiations.

There can be liitie doubt that the USSR regards the
present quadripartite cccupation of Austria as unfavorable to
-its designs and considers that forced partition is not a desirable
solution to the problem. The Kremlin would welcome a treaty
which would both provide for quadripartite troop withdrawal and
leave Austria unable to resist eventual absorption into the east-
era bloc. Although the USSR, through an underestimation of
Austria’s political vitality and economic potential, might accept
a settlement which would make it difficult for either the USSR
or its Satellites to absorb Ausiria except by armed aggression,
it is unlikely that the Kremiin will agree to any terms which

- would be likely to prejudice seriously its chances of eventual
domination in Austria.

N
@
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' THE EFFECTS OF THE ELECTION ON ITALIAN LABOR

The position of the Communist Party as the chief
representative of the working classes in Haly has been /
seriously impaired by the overwhelming victory of the moder- .
ate parties in the recent elections and by the Communist stand
against the European recovery program in Italy.

The outcome of the election increases the likelihood
that a large mumber of the Nenni left-wing Soctalists will re-
join the moderate Sccialist group. Already such confirmed
loftists as Gluseppe Romita, ex-Minister of Interior, have
called upon other left-wingers to take part in regaining the
“independence of the Socialist Party,”’ presumably through
an alliance with the moderate socialists. It {3 even posaible
that Nennt himself may now withdraw his support from the
Popular Froat, but because of the Government’s fear of pro-
Communist infiltration the likelihcod is still remote that either

, he or Romita would be allowed to take part in the new coalition
@ government. ‘

Such a realignment of Socialists would seriously chal-
lenge Communist domination of the Halian General Confedera-
tion of Labor (CGIL). In reaction to this possibility, the Com- .
munist chief of the CGIL recently announced that he intends
to ask the Executive Council of the World Federation of Trades
Unions (WFTU) to permit the labor orgarization of each country
to determine its attide toward the Eurcpean recovery program,
(WFTU oxecutives, meeting in Rome on 30 April, will probably -
reiterate earlier statements that each national labor, organiza -
tion has always been free to determine its own attitude,) Com-
munist apprehension over the growing strength of anti-Commu-
nist labor has been increased by the recent switch of several
labor unions from the lefi-wing to the right-wing Socialist Party
and by the comparative failure of the ane -hour general stvike
of 12 April. The CGIL moderates now appear to be strong
encugh not oaly to accomplish their long-awaited break with the
CGIL but l;;ossibly even io achieve domination within the Confeder -
ation itself, ' ' .

uau
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- PROSPECTIVE COMMUNIST STRATEGY ¥ OLLOWING
TBE ITALIAN ELECTIONS

The defeat suffered by the Communists in the Italian
election has further reduced Communist capabilities for assum-
ing power and has vastly improved the morale and confidence
o7 the anti-Communists in both Italy and France. An increasing
numbar of left-wing European Soclalists and fellow-travellers
may now abandon their Communist association. The Commu-
nists in western Europe thus are confronted with a coasiderable
loss ia political influence in addition to their already reduced
capabilities for revolutionary action.
Nowes .
.Italy and Se====7 may consequently enjoy a brief
respite while the Communists regroup their forces and revise
their strategy. The USSR, however, can be expected to main-
tain 1ts pressure in Germany. Moreover,it-will probably con-
tinue its aggressive tactics in the Near East. In Iran, contin-
uing Soviet pressure may eventually lead to actual intervention,
@ professedly based on the 1921 Soviet-Iranian Treaty. The de- \
teriorating situation in Palestine may soon present the Kremlin
with an irresistible opportunity for greatly expanded covert
intervention. Although the Satellites continue to exercise
- caution in their support of the guerrilla forces in Greece,
they are capable of vastly increasing the scale of their covert
aid. In Latin America, the USSR car be expected to seize upon
any favorable opportunities for exploiting local unrest or
violence. ‘
N -
For the immediate future, Communist activities in
western Eurcpe are likely to be directed toward rebuilding
the popular froat rather than an early or determined bid for g
power. A Communist drive to recover the allegiance of the
noa-Communist Left is indicated by these recent developments:
(1) French Communist Leader Thorez on 18 April called upon
Communists, Socialists, and Catholics to unite in defense of °
French “‘liberty. and indepandence’’; (2) tho Cominform Journal,
reversing iis original position, is now professing to represent

| e |
o | «
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' 2il workers’ pam.es mic mex:eiy the Communisis; (3) the
. German Communisis recenily voiced approval of a “Middie~
Ciass Auxiliary’’ of the Socialist Unity Pavty (SED) which
might conceivably develop into the long-cxpected “natiopalist”
movement based on the Bismarekian ccmsep&: of Russo-German
cocperaiion; and (4} the Kremlin reportedly has issued 2 divec~
tive to the French Central Communist Committee caliing for -
4 program of non-vicience in western Europe and intensified
aci:nvnty in Ges*mmy afaci %;ne Near East. | k
p .
o - Concurrently, Comm%mist prapagandxsm may intensisy
- i'heir effoxts to eonh'ass, ‘eaceful’”’ Soviet iutentmns with US
“warmongoring’’ and “‘impericlist designs.” Sucha drive
woum be designed to win ihe support of ‘E:hose weste'm Egropeans .
who are prepared to secek ¢ peaca at any price’’ and to encourage
| ~ arelanation of western, an particularly US, military prepared- , :
- - ness. Such an intensified campaiga would pa'esum,,my be N o)
launched in the speeches and proncuncements which (eadi~
. - tlomally are made by leading Commmmiﬁ on May Day. -

B any event, the Commamsi:s are noﬁ: expesi:eni € reiax
. their efforts to gmevenﬁ recovery in Burope., Defeat of the
O ' recovery program remasins a prime objective of Communist
| - strategy. Strikes and industrial sabotage, conducted osiensibly
| , on the basis of lccal ecenomic issues ratne& than political con-
. -giderations, therefore can be cxpecied. Axthcugh Communist
provaganda wm continue to imapugn US motives in promoting -
recovery, the Evewlin may henceforth mederate its a.i:tac{cs
upoa present wastern European governments, :

e ! Greeee the Kremlin is also faced with a possible
. reduetion of C@mmmaisic capabilities. Differences between

Greek Communists and Soviet-Satellite Communists have ap-~

 parently arisen over probiems councerning Soviet aims in
Greeee aad the conduct of the civil war. Greek Communist » |
leaders are reportedly disturbed by the failure of the Satel- S

- lites to provide the gue:’eﬂm,.s with enough aid to hait the .
continuing successes of the Greek Army, and the Minister of
interior in the Markos government is said {o be éistrusidul .
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of the “‘seltish’™ policy of the USSR and fearful that Yugoslavia
may be planning fo seize Greek Macedonia. Moreovsr, certain - S
. Greek Commaunist leaders believe that the primary Soviet #n.. = o
* tention in the civil war is to wage a loeg campaige of cconomic
-attrition against the US and not to effect the rapid milttary
defeat of Greece, In view of the sucesssful operations of the |
Greek Army, it is apparent ¢hat the Kremlin must decide Scon
whether to authorize a drastic increase in aid to the guerrillas
~ or allow their gradual defeat by the Greek Army, SR

.  Although Communist May Day demonstrations in Latin
 America may result in local disturbances, present indications
are that the Latin American governments will be fully capable
of eontrolling any cutbreaks. In Mezico, the electrical workers
have threatened to ¢all a May Day strike. ¥ they are joined by
the petroleum workers, miners, and railway workers {1l - .
closely aliied with the electrical workers by inter-unioh agree~ .
menis), the resulting stvike couid cause a general paralysis of IR
o the country and threater the stability of the Mexican Government. .
. : Sporadic viclence may brealk out in Cuba, and possibly in a few
, ~ other countries, though there are no indications at present of :
- coordinated plans for sirikes or public disturbances. :
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POLITICAL DISINTEGRATION IN CHINA

Political disintegration tn Nationalist China, both in
the provinces and the ceatral regime at Nanking, appears to
have reached a relatively advanced stage. In addition to well-
established separatist tendencies in South China, a feeling of
regional independence is apparently growing among National-
ist civil and military officials tn North China, largely as a
result of the immbility or the unwillingness of the National
Government to extend realistic military support. Some direct
overtures from local military commanders for US military
aid, a tendency among provincial governments to raise and
support their own levies (in at least one case in contravention
to National Government ordinmances), and evidence of increas-
ing linison among North China leaders--all indicate that while

‘ North China officials still hope for assistance from Nanking,
, they have ceased to expect ft.

Despite Chiang Kai-shek’s recent reelection to the

@ presidency, dissatisfaction with his leadership has not been
dispelled in the National Government at Nanking, and there is
comsiderable doubt whether Chiang can so reorganize the Govern-
ment as to make it capable of effective political, military, and
economic action. ¥ Li Tsung-jen is defeated in the vice-presi-
dential election now in progress, the result may be a split in’
the Government, inasmuch as 11 has become the candidate upon
whom liberal elements within the Government have placed their
hoves for comstructive “‘reform.’’ 11 and his group have had
the apparent aim of seeking the vice-presidency as an initial
step toward taking over the Government by evolutionary means.
I victorious in the current election, Li may be expected not
only to push the adoption of reforms but also to attempt to
reduce the power of Chiang and perhaps force his retirement,
In the event of his defeat, there is a remote possibility that Li
may stage a military coup to displace Chiang. It is more
likely, however, that he will not at this time take such preci-
pitate action for fear of tho disastrous consequences to his
cause if an overt move against Chiang should prove unsuccess -
ful. He may instead seek to develop a non-Communist revolu-
tiomary movement capable of overthrowing Chiang eventually,
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Such a movoment couid net only coorédinate the activides

of exichyy diosident olemants Lat also it probobly wrenld attrret
‘the cuzport of many clemenis within the National Government
who arc becoming coavinced tint it is ftile to hop2 for o favor~
ablz militory oolutien of the civil wav. ' Fox such groups thero
is com? prospact that a government under the leadorshin of

L1 coxld reach an accommofntion with the Chinzse Commaatats
who coatimie to refuce adamanily to negotiate with Chiang.
dni-okzk, Tois prespect hao boen improved by some indiea-
ticas iint the Communists moy also desire a political ssitle-
ment and may be willing to nsgetiate with a government led by
someone othar than Chiang Kat-shek.

L
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TRENDS IN BRIEF

GENERAL

Prospects for a Palestine settlement continue to be

poor. In view of the advanced siate of Jewish peeparations -
for establishment of the Zionist state anncunced for 16 May,
Arab determination to gain complete control of jerusalem,
and ever-increasing Arab-Jewish hostilities, the truce which

-many UN members consider a prerequisite to UN trusteeship

over Palestine has little chance of acceptance by the beliiger -~
ents. Moreover, even should the Security Council’s political
and military “standstill’’ formula be accepted by Jews and
Arabs, it will be extremely difficult to muster the necessary
two-thirds support in the UN General Assembly for a tempo-
rary trusiceship for Palestine, Until the US pesition with
respect to the use of foree under the proposed trusieeship is
clavified, even those states which now favor a trusteeship in
principle will remain non-commitial. Thus far, eight nations
have indicated tentative support for trusteeship, and eight or
more other nations are likely to follow their lead. The ten
Moslem states and India will continue to be hesitant so long
as they suspect that trusteeship may be a detour to partition
or may be indefinife in duration. The six natiens of the Soviet
bloe wiil probably continue to fight any reireat from partition,

The concern of the USSR over the weakness of its posi-
tion in the Far East may be indicated by 2 recent Soviet protest
against ‘84 viclations of the freedom of commercial naviga-
tion’’ by US aircraft in the Sea of japan and the Yellow Sea. This
protesi, the third in the past two months, demonstrates that the
USSR is convinced that the US is engaged in systematic chserva -
tion of Soviet shipping. The Soviet Union is particularly desivous
of concealing from the US certain outstanding weaknesses of its
position, such as shortages of oil and similar weaknesses which

seriously restrict the operations of its navy and merchant fleet,

The USSR undoubtedly feels that US pairol activities could, if
unchaltienged, be exiended northward to the supply lines from

TOP SECRET




Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-O1617A001900010001¥9

@ :

&

‘L Declassified in \Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9

_ b
the election is expected to give the Christian @em@cmm 39 o r% 6

TOP SECRET

Sovyeiskaya Gavan to the Dalsirol project and other areas
where military and commercial developraent on 2 Raz*i,e scale
is in progress. Furihermore, by protesting US alr “viclations’

-in the Far East, the USSR pm&mﬁ:ﬂy hopes to weaken Ej:s oBRosi-

tion to Soviet Bme.vl‘ﬁemme with US air operations in the G@ﬁ’mn
smd Austrian mcmpanmn ZORES.

WESTERN EUROPE

' De Gasperi’s Christian Democrats and the ofther
moderates will pa*obab:y win & majority in the Kalian clections

" on 18 April, and Kaly will continwe under a government similar

to the present coalition. Alhough bad weather on election day
or Communist intimidation at the polls would improve the Com-

munist pogition, aveilable evidence indicates that the Communist- Lo

dominated Popular Frout will fail to galn 2 plurality, ¥ there -

is a mmmﬁ:'aﬁ approximaisly 90% of the 29 million @ﬁﬁrbﬁe *‘*oﬁ;em

the toial vote, the Popular Front 33%, the Moderate umziah%@:ﬁ . ‘( ’
8%, the Repamlicam 4%, the rightist Nalionai Bloc T%,and the
numzrous minor parties the remain

\

The success of i,hc French Government's CConOnzic s&gf@ﬂ.i-
zation pregram has greatly increased the strength of the mammam
eoalition Cabinet and has simvltansorsly weakened both De &..,‘auhn? S
Rally of the French Pecple (BPY) and the French Communist
Party., In reaction to this sitwation, Communist leaders have ap-
parenily issued orders to proveke Gauliist growps to public disiur-
bances., Moreover, aiter the reconvening of parliament on 20 April,
the Communisis are expacted to demeand the dissolution of the RPF
para -*mi,,mrv @z‘gamzmwm Altkough the Communist campaigm
to promote diserders iz likely to continue, the present Government
is capable of maininining ovder. ¥ the disorders become nation-

vide, however, or if 2 major interpational disturbance ocours,
ammhev Gemmst appesl to the French pecple mygm prove @megy

Latest mﬁﬁ%ﬁ%m of Boviet cffgris to break up the Berlin
four -power adminisivation IS the app&m*mm o RNy in .s:werhzz of

\
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German police from the Soviet Zone, without giving notifica-
tion to city police or allied officials c@zmeei:ed with municipal
administration. The entrance of the Soviet Zone police imto
Beriin is a flagrant viclation of Berlin quadripartite rule and
creates a law enforcement agency over which the western
pmvers have no confrol.

Recent elections of the Algerian Assembly indicate
that French sovereignty is now more securely estzblished in
Algeria than at any time since the liberation, The elections,
the first under the Algerian Statute of 1947, resulted in: (i)

a decisive victory for pro-French rightist candidates, (2) a
rejection of the Communist platform advocating Algerian

. autonomy within the French Urion, {3) a setback to the pro-

ponents of Moslem nationalist sepami:ﬁsm aad {4) an over-
whelmingly successful support of De Gaulle’s Rally of the
French People {R‘DF)

5

~ EASTERN EUR@PE

The Communist Government in Czeeh@alovakna has

- scheduled general clections for 30 May, apparently in the hope

of cloaking the recent coup with a semblance of legality, Never-
theless, C-Qmmmisi: concern over the possibility that the resulis
of the electicns cannot be controiled is indicated by the adoption
of a succession of steps designed to prevent an opposition vote,
The Government originally proclaimed its intention to permit
all parties in the National Front Government to offer their own
list of candidates, but this annocuncement has been rescinded
and only one list of candidates will be offered. The cpportunity
to vote for opposition pariies outside the single Government list
will be severely restricted. Moreover, the Government has not
yet decided whether il dare permit the volers io ezpress their
disapproval by casting 2 blank haliot. Although the resulis of
the election are a foregene conclusion, the strong {radition of
democracy in Czechoslovakia, as compared to that in the other
Satellites States, will make it difficult for ihe Communists to
achieve these resulis if they pay even lip service to democratic
procedures,

- iii -
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NEAR EAST-AFRICA

~ * The intensific yiet campaign of intimidation against
Iran is designed to force the Iranian Government o abandon its
pro-Western orientation and to submit to Soviet domination. In-
creased subversive activities are appareatly planned to stimuiate
local disorders, and these in turn wiil be exploited by action com~
mittees of the pro-Soviet Tudeh Party. H these tactics are not
quickly successful, the USSR may resort to direct military action
on the pretexts that: (1) disturbed conditions in Iran threaten the -
security of neighboring Soviet territory; (2) Iran is being used
as a base by hostile powers; and (3) the USSR is morally obligat=d
to assist Iranian ‘‘democratic’’ elements in the liberation of the
oppressed Iranian people. Although the Iranuin Government
appears determined to suppress subversive groups and to take
vigorcus action against disorders, there is danger that the
" present inclination of certain Iranians to mollify the USSR may
lead to general appeasement of the USSR unless Iran retains.
. Co coqgidence in western support, : : :

FAR EAST | :

‘The_continued inability of the Chinese Nationalist military
command to solve its logistical problems is severely damaging
the morale and the effectiveness of the Nationalist units in the
field (see page 1), ’ " ' ;o

| Despite Chinese dissatisfaction with the present state of
Sino-Soviet relations, the National Government is not expected to
do anything to aggravate this relationship in the immediate future.
China probably will not adopt a firmer attitude until improvement
of conditions in Europe enables the US to devote more attention
to the Fayr East and to offer China more assurance of effective
support vis-a-vis the USSR. The restraint shown by China in the
recent exchange of notes with the USSR (concerning the Soviet
attack on a Chinese commercial plane in the Port Arthur vicinity)
is indicative of the current Chinese attitude. S

- iV e
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The sudden death of thigpine President Roxas has
removec a strong restraining influence on growing aationalistic
trends which may seriously affect US interests. The assumption
to the presidsncy of Vice President Elpidio Quirino, a less foreeful
person than Roxas, is likely--following a peried of mourning--to
precipitate political uncertainty which could be openly exploited
by d:ssident and left-wing groups which hkave been the main target
of Roxas’ administration. Roxas’ death also increases coasider-
ably the possibility that Jose P. Laurel (Japanese cccupation
presidant), recently cleared of couaboration charges by Roxzas,
will b2 elected president in 1249, Laurel’s nationalism and
anti-foreignism were emphasized recently in a campaign spzech
when ke stated that although the Philippines has won political
freedom, ‘*victory has yet to be wen in the fields of economics
and intematioml relations,’’

The emphasis in current Dutch-Indonesian Republican

~ - negotiations has shifted from problems concerning the conditions

of Republican participation in an interim federal government to
@) the nature of the projected United States of Indonesia (USI) and

the Netherlands -Indomesian Union. This shift appears to result
from the Republic’s realization that, once it has entered an
interim organization, it will be merely one of the futare member-
states of the USI and will thus lose much of its power to influence
the formation and structure of the USL The Republicans are
presently secking agreement on long-range considerations, thus
indicating their distrust of Dutch motives and their bolief that
the Republic’s political future is identical with Gominance in
the USL Dutch counterproposals, aimed at restricting future
Republican influence in the USI and reinforcing the Netherlands-
Indonesian Unior in order to offset a Republican-dominated USE,
may lead to a protracted deadlock in the current discussions,

3,,,..,,.

~Drmed closhas a1 '
areas i Burma between Commnnist guerrillas aided by lawless
bands, and the Burmese army and military police, H prolonged,
this guerrma warfare will undcubtedly lead to progressive econ-
omic deterioration and increased political unrest. The ability

/

&
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of the Government to restore law and order quickly depends
directly upon the loyalty of the military forces. In recent en-
gagements, troops drawn from the Kaven and other minority
ethnic groups have been used in preference to personnel from
certain groups whose loyalty is considered less reliable--the .
Burmese Army, the provincial police, and the Peoples Volunteer
Organization (PVO) H the PVO or the Karens (who comprise -
30% of the Burmese Army) attempt at this time to pursue their
own objectives, the ability of the Burmese military forces to
deal successfully with the Communiss could be seriously im-
paired by the divided loyalties of the Karen and PVO contingents.

The _postponement of the North Korean “‘unity conferente’”
(scheduled for 14 April) at the request of South Korean emissaries
indicates that the USSR has decided to make concessions to South
Korean representatives in the hope of assuring a successful con-
ference. Kim Koo, leading South Korean anti-Rhee Rightist,
_ remains enthusiastic about the conference, but Kimm Kiusic,
South Korean Moderate leader, now seems unwilling to attend.
® * Kimm Kiusic seems to be convinced that the proposed Pyong-
yang conference can neither achieve Korean unification nor
postpone the election (and Rhee’s inevitable victory). To avoid
participating in the conference, Kimm may decide to stipulate
- certain conditions tofally unacceptable to the North Koreans;
This may enablé Kimm to “‘save face’’ and reduce somewhat
the propaganda value of the conference to the Kremlin, His
maneuver will have little effect upon Soviet policy or tactics.

WESTERN REMISPHERE

of the verpment continues to
be uncertaln because ot (1 the continuance of the general strike,
and (2) the real possibility of renewed violence at-the time of
Gaitan’s burial, The army continues to be 1oyal and probably
could cope with any new disturbances.

Peron may be forced to place more reliance on the .
Argentine Army and to seek additional support from anti-Us
nationalist elements, if the Argentine Government loses control

® "
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of labor érmxps through a new téchnique of negotiation being
used by striking bank employees. The sirikers have set upan
illegal ‘‘Inter -Bank Committee’’ through which the Government

. has been forced to negotiate, thus giving the commiitac de facio

recognition, I other Argentine labor groups use this extra-legal
device, the Government may resort to more repressive measures
with a consequent loss of 1abor’s suppost.

K the current presidential campaign in Panama results
in leadership of the government by Arnulfo Arias, lessened
cooperation with the US on measures vital to safeguarding the
security of the canal may be expected, Arias is the most
popular candidate and be could come to power (1) by popular
election, or (2) by taking advantage of a revolutionary situation
resulting from his disqualification on technical grounds. Re-
gardless of the high economic price any Panama administration
must pay for non-cooperation with the US, Arias would probably
be most reluciant to recognize the realities of US strategic
necessities in Panama, : _

Growing dissatisfaction with the regime of President

Aleman of Mexico is indicated by the strengthening of the

secret police and the presidential guard, by the large number

of Mexican federal troops being reassigned to strategic areas,
by the unusually numerous changes in the army high command
recently, and by an abnormal increase--amounting in some
cases to ten times normal trade~level requirements--of demands
for ammunition in certain areas. Present dissatisfaction is
atiributed largely to: (1) Aleman’s firm attitude toward labor
and his swing from the leftist policies of his predecessors; -

(2) Aleman’s inability to contrel corruption among his per-
sonal advisers; (3) Mexico's unfavorable economic position,
coupled with a continuing rise in living costs; and (4) hostility
against the unpopular foot and mouth disease campaign. Al-
though discentent among the population has not reached alarming
proportions, it could develop into a sericus threat to the present
adminisiration and to the coatinuing stability of the Mexican

Government.

-vif -
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 THE MILITARY SITUATION IN CHINA

. Despite the recent prediction by Chiang Kai-shek that
the new Nationalist mililary strategy--which gives top priority
to the Central China theater --would result in the pacification of
that area within six months, the Communists are stiil carrying
the eivil war into Nationalist areas in Central and North China
and may zlready have undertaken initial moves in 2 Manchurian
spring offensive. The real difficuities facing the Nationalisﬁ
armies in the field have not yet been met, Chiang’s prediction,
which was made in an address to the National Assembly, was
probably desigaed to rally popular support to the Naticnalist
cause and revive public confidence. Serious shoricomings in
the Nationalist military structure must be overcoms befom his
efforts can be successful, since the Government's announced
program for land redis&ributmn and the broader utilization of
local militia will m all likelihood prove only palliatives.,

The Nationalist armies con&imze to be handicapped by

@ _ poor leadership, passive tactics, and low morale, Meanwhile,

' the logistic difficulties facing them continue to mount. The faﬁure
of the Nationzlist command to recognize the weight of these diffi-
cuities has led to over-exiension of tactical units which, together
with extremely effective Communist economic warfare, has re-
duced original Nationalist advantages in numbers and ma&ernal
resources to the point of parity. In certain areas, these advan-
tages have already passed to the Communists.

‘The Nationalist main areas of production {centered in the
cities of Chungking, Hankow, Canton, Nanking-Shanghai, and
Peiping-Tientsin) were ccnnected mi&nany with the major combat
areas by a long but fairly adequate net of rail, highway, air, and
waterborne transport. Continved Communist assaul&s agamst
overland communications have compelled, however, 2t least two
of the eight major Nationalist combat forces to rely primarily
upon air supply and bave made three dependent upon water trans-
port, Because of the inability of the Nationalist 2ir force to
sustain an air tonnage adeqguate for the needs of the ground forces

. “1-
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conripential - CHINA: COMMUNIST CONTROLLED AREAS 1 APRIL 1948 (]

The international boundasies shown on this ;
map do not necessarily cosrespond in aff
cases to the boundaries recognized by the
U. S. Government. :

Tha province boundaries and capitals are
as of Mey 1947,
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involved, the confinved resistance of thess forces is diree tly
related fo the capability of the area o feed and e@mg them
Movement of war materiel to all fighting areas suffers mmm@nﬂy
from poor administration and from jealous bickering among
agencies of the National Government, cligues within the Nation-
alist Army, and various areaémmp@m commands. These
difficeliies ave further aggravated by the tendency of local
wmm’mﬁ”ﬁg generals and subordinaie commanders to divert
military upm ies maumﬂr z.hmugh their zones o thelr own uses
or needs, : B
As a consequence of the inability of the Nationalist command
to solve these problems of supply, Waticnalist uhiis at the fightiag
fromis have either been short of, or toisily without, the necessary
equipment with which to fight. The “ﬁh"‘ﬁ, upon their morale is
indicated by wholesale defections io the Communists, Unless the
National Government is able to solve these problems, the lack of

continuous logistical support will be equivaient to &eﬁmﬂv to the

Communists in certaln viial areas.

-9 .
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TRENDS IN BRIEF

GENERAL. R : o | :

. Lontipued Soviet adyecacy of partition for Palestine
| will hinder UN adoption of an effective trusteeship plan and
| alsc may contribute to full-scale civil war in Palestine by
oncouraging the Jewish Agency to procveed with the establish-
ment of a “ionist state. Neveriheless, the privately expressed
fears of some prominent Arab leaders that establishment of

a Jewish state will be followed by prompt Soviet recognition
and military aid do act seem to be justificd, I is unlikely that
the USSR considers Palestine worth the risks involved in open
“military intervention. Furthermore, the USSR would probably
ke unwilling to take such drastic unilateral action while the
Palestine issue is before the UK. B '

| ‘ An incressine nurber of incidents involvies US alrgraft
@ and US personpel in the clandestine teansport of munitions into
‘ » such aveas a8 norihern aly and Palestine thireatens US strate-
gic interests in those areas. The moot recent of such incidents
took place on 31 Mavch in Prague when a US-owned C-54, .
menned by US nationals, loadad a cargo of ‘‘surgical instry - , o
ments and hand lools” vadsr divect sipervision of the Crecho-
slovak secret pollice and flew the cargo to 2 small village in
Pelestine, Such international iralfic in arms, taking advantage
- of existisg loopholes in US regulations, can increase the poien-
tial of the Ialian Communisis and embarrass the US by giving
covert aid (o combatants inihe current Palestine hostilities,

. Most-favored-nation trestment for Germany in the Com~
mitiee of European Econcmic Cooperation (CELL) charter ap- '
pears unlikely because of continved British and French apposition,

, ~ as well as that of most other CEEC nations. The UK and France
' feel that full CEEC membership for Germany will result in maxi-

mui German (rade expansion with cther CEEC members ard
thereby make most-favored-nation treatment aunnecessary. The US

- has sought such 2 provision in the chavter in order to protect
Germany {rom possible irade discrimination by other CEEC nations.

: ‘ = - =
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The Chinese Government will probably deny the US
request that Hapkow and other river poris be opened to US
vessels. Although Chinese shipping officizls arve sympathetic,
the Government belisves the UK would charge discrimination
if the legal ban against? foreign vessels operating in coastal

. and inland waters were velaxed solely in favor of the US. K,
on the other band, British participation in coastal 2pd river
shipping is permiited, the Chinese fear that virtual domination
of this trade by the British will regult in view of the firmly
enirenched position of British shipping interests at Hong Kong,

WESTERN EUROPE

Italian C omunist prospects of obtaining a plurality
in the 18 Aprll eleciions and Communist capabilitles for success -
ful large-scale insurrection have been censiderably reduced in
recent weeks (see page 1). /

. HNon-Communist members of the Italian Gepseral Con-
@ Zederation of Labox (CGIL) may withdraw trom the organization
48 2 result of an order for 2 one-hour general strike on 12 April
-recently issued by the Communist secretary of the CGIL, Such
2 withdrawal of the non~Comrmounists will be more advantageous
to the De Gasperi Government if i comes after the 18 April
cleciions, The non-Communists have been effective previous
to the electicns in restraining CGIL opposition to the Goveriment,
and they will be in 2 batier position following the election of a non-
- Communist government to form s separzate and effective labor
organization. : ' '

British ebisciions may make imnossible a western powers
joint announcement favoring the return of Hallan colonies, as
desired by the De Gasperi Government for its effeet in the current
election campaign, The UK's objections are based upon a3 desire
for military bases in Cyrenaica and British promises that ,
Cyrenaica will aot be returned to Kalian rule. Also, the UX -
is not suve that the local populations of Halian Somaliland, Eritrea,
and Tripolitania wouid aceept peacefuily a restoration of Italian

- vule, The Ealians, supported by the French, may be expected to .
conlinue their requests for a favorable colonial announcement
irom the western powers, ‘

@ 4 ~ii -
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Both the recent Sgﬂg t walkout irom thie Allied Control
' Council MCC) aad recent Joviet interfarence v-ita tranaporta- -
tion in‘o Berlin seem fo indicats that the USSR: (1) has aban-
doned hepe of ucing the ACC to hinder the present western
European reccastruction program, and. (2) intends to accelerate
preparaticas for the estabiishment of an eastern ‘“German state’’
whenever the Kremlm decides that the western powers can be
succes'quhy bhlamed for partitioning Garmany. In this pre-
” _ paratorv p.r*s me USSR ,may place the Soviet Zonz uader a
' “democratic’’ and ‘ 1oval’’ German administration, created -
from the Communist-dominated Peoples’ Congress and strengthened
by trained Cermons from the former Moscow Free Germany Com-
mittee, Dsth the nresence of the westorn powars ia Borlin and
the functioning of the ACC hampar the realization cf tho Soviet
jectives ong, urless allied determinntion rermaias obvicusly
strong, furth:er Scviat altempts to eliwcinate these hindrances
may be axpected. (A CIA Special Estlinste titied "PO«:'ﬁble Pro-
gram of Fuwre Soviet Moves in Western Germany’’ is now being

@ | Weparad )

_Soviet oreparations for gossiblo clandestine activity
against t US-UE, occupation authorities in the Ruhr are apparently
inficated by current replacement of known Communist leaders
with new party men from the Scviet Zone and with thoroughly
indocirinated former prisoners of war. Prcbable reasons for
the replacements are: (1) comparative failure of the present
leaderchip of the Communist Party (KPD) in the Ruhr; (2) Soviet
dissatisiaction with the opposition of many old KPD leaders to
pro-Sovict policy dictates from Moscow; (3) preparations to go
un:‘e*‘grmmd in the event of US.UX action against the party; and
{4} the cdarger of using well-known and easily-identified party
leaders in clandectine and iilegal operations., |

I’ranco s reliance upon Argentina for his main support
in m'umammg Spain' 8 precarious econcmic position, while re-~
jecting the US and UN recomreendatiors to Mbderalize his regime
a8 a prercquisite to participation in the Furopean recovery program,
ig ingicated by his annovncement on 5 April of the extenston to Spain
of 2 new Argentine peso eredit amounting to $427 million. The new

& | ~ i -
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credit can be used oaly for Argentine products, largely foodstuffs,
and it wilt prouably satisfy Spain’s eritical food nesds for the next
two years. The urgent prchiem of rehabilitating the seriously
deteriorated transport industrial, and power producticn systems
"i8 not, however, solved by this credit. In return for the credit,
Argentina will receive the privileges of a free port at Cadiz
and participzation in joint Argentine-Spanish corporations, Ex-
trems nationalists among Franco's advisers have convinced him
that Argentine aid will enzble Spain to forego the European recosery
program and membership in the UN, Franco will be supported in
this policy by nationalist~clerical eleraents who favor establishment
- of a ““Latin bloc,’ as onposed to both Communism and to US canital-
istic ‘‘expznsionism.’’ Argentine economists are studying varioue
methous of sccuring vepayment ot the loan, inelvding toe conciruc-
tion of werehouses and processing plants in Spain and the estab-
Zishment tkere of a European base for the distribution of Argentinc

produces.
EASTERN EUROPE . \
S Althonen Xiotand gainad substantial conceggions from the

USSR during negotiations on the recexily signzd treaty of mutual
assistance, the treaty will provide tue USSR with an excuse for
further moves against Finland whenever the Kremlin considers
it necessary. .Future Soviet action toward Finland will depend on
the course of events within Finland and on international develop-
ments. An intensification of the ‘‘cold war’’ would prompt the
Kremlin to hasten the campaign for Communist domination of
inland. Similarly, a pronounced rightist swing within Fialand
or increasad Finnisk cooperation with the west might also per-
suade the USSR to mcve more quickly, Finnish non-Communists,
therefore, are expected to vote for ratification of the treaty, to
maintain superficially friendly relations with the Communists and
the USSR, and to move cautiously in their relations with the west,

NEAR EAST-AFRICA
Recent Greek Army successes have probably been suffi-

ciently dislocating to the guerrilla forces. to necessitate postpone-
ment of the large-scale offensive reportedly planned by Markos

@ A
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for the latter part of April. I is poseible that the army, by
retaining the initiative, can prevent the 'successful launching
- . of any concerted guerrﬂia offengive in the near futare, Never-
" theless, the army victorics are limited in extent, and 5 demsiv*e
. defeat of the guefnlias is not ye-t in prospect

The short alived strike of ihc Egyptian pohee awmugh
brought on by purely ee(momic grievances, may indirectly lead
toa sni;ﬂemem of Egypt’s long-standing differences with the UK .
over the Sudan and British military rights in Egypt. The E@yptian
Government’s inability ¢o cope with the strike {which was accom-
‘panted by vielent public disorders and widespread proporty damage
. in Aiexandma and Cairo) has seriously impaired Prime Minister .
Nokrashi's prestige and may bring about his downfall, Eis most
.. likely successor is Senate President Heylal, who has consigtently
I maintained that successful termiaatim of the Anglo-Egypiian
' cieaﬂ).ock is essentml to f‘gypz 8 future.

' | FAR EAST | , _
Cniag Kat-shak mll undoubtedly be clected pesident of

the Chinese National Governoient in tne 12 April elections. Chiang’s
expressed unwillingness to be a candidate has effectively rallied

the full support of the Kuomintang and has coasideramy enhanced -
ms authority (see page §).

_ Cmcmi yntrol_of the Siamese Gg,gergmgnt by a gx'cmp oﬁ mmﬁ:ary
' extremists now appears assured. Oace foreign recognition of the
° Abhaiwong Government had been obtained, the extremist military
. group demanded the resignation of the Government because of its
. in2bility to bring about the retern of normal economic conditions.
 The military group then declared to the Regency Council that only
Marshal Phibul would be acceptablic as the new premier., In view
. of the determination of the members of the Abbaiwong Government
. to beycott a Phibul Government, it is expected that Phibul will ex~
perience difficulty in forming & new cabinet of any significant 4
strength and that its tenuve of office will be solely dependent on -
army support, Every effori will be made during the assumptlion
of office by the new government to cbserve all legal forms in order
to avoid jeopardizing recently -obtained recognition by foreign powurs,
_ - but the essential character of government mrﬁ:rol as baseci on mili-
‘ tary force will remain smck‘anged ,

‘ o : Y - »
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South Korean leaders Kimm Kiusic and
Kim Koo cooperate with the North Koreans at tireir conferenco in
Pyongyang on 14 April, thair action will proiably have little edoct
eithar on future Soviet tactics in Kozrea or SBouth Eorean elzcticas.
| Bacause these Mofzrates and Rightists can provide little mozo
| than a minority dissent at the conference, they wi.n provids th2
USSR with justification for establishing 2 People 8 Republic in
the name of all Korea and for accusing any future Sguth Korean
government of being unrepresantative.

A developing split ammony Sonth Korean Rightists over
th2 choice of candidates for the forthcoming UN-aobserved elec-
ticn and over th? form a provisional government should talke when -
the assembly convenes has made Rhze Syngman’s chances of
emerging as chief of the South Korean Government almost certain.
Rhee's autocratic policies as head of this government would proba-
bly assist the USSR in its efforts to win away Scuth Korean leadzrs.
Future Soviet moves will probably include demands for the with-
: drawal of occupation troops both from North and South Korea and
@ pressure for recognition by the UN of a Soviet-sponsored People’s
Republic,

WESTERN HEMISPHERE

An early rebel victery in Costa Rica may be indicated
by the growing disorganisation among Government forces, the
high morale of rebel forces, and the impending withdrawal from
thz Government by the Commanist Vanguardia Popular. K the
rebol forces gain contrul of the Government, they will probably

continue Costa Rica’s traditicnal policy of irien&hip with tha
U8,

-vi -
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DIMINISEED COMMUNIST CAPABILITIES IN I'I;ALY

The prospects have sharply diminished that the Italian
- Communist Party will obtain a sufficiently large plurality in the
18 April elections to ensure Communist or left-wing socialist
representation in the next Italian Government. Concurrently,
the Party’s capabilities for successful large-scale insurrection,
without active military assistance from Yugoslaviz, have been
considerably reduced. Unless the Communists receive substan-
tial outside aid, the Government now appears sufficiently strong
| to prevent its overthrow by force and to put-down large-scale
| rebellion. Whether the Kremlin, even under these circumstances,
| , " will direct an insurrection either before or after the elections
cannot be predicted. If, as secems probable, the Communists fail
to secure representation in the new government, they will then
launch a new program of strikes and sabotage to wreck the re-
covery program and discredit the government.

The reduction in Communist capabilities for success-
@ ful large-scale insurrection springs largely Zrom four factors.
In the past few months, the Italian armed services and security
forces have been greatly strengthened, not only by new equip- -
men* but also by a considerably improved morale. Concurrently,
the Communist para-military forces have been weakened and to
some extent disrupted by government seizure of clandestine
munitions dumps and caches and the interception of arms shipped
in from abroad. No evidence available indicates that Yugoslav
forces-~the most logical source of outside assistance--are being
prepared for action in Italy. Finally, and probably most impor-
tant, the Italian masses appear less inclined than ever to support
a Communist uprising and have become increasingly anti-Com-
munist in their attitude. -

Communist capabilities for effective revolt, in the |
absence of outside aid, now appear limited to localized successes,
pariicularly in north italy. These capabilities are based upon
military potential and the party’s following in labor. ‘The Com-
munist semi-military organization, the Apparato, consists of

-1-
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approximately 100,000 ex~-Partisans, armed and trained, and :
‘apout 100,000 reserves in training. The Apparato has general
headquarters at Milan and operational headquarters in cities

on the main highway between Milan and the other Communist.
strongheld of Bolegna., Cormmurnist munitions dumps are be-

- lieved to contain extensive supplies of arms, including armored
cars, light field guns, anti-tank guns, mortars, machine guns,
ard a few tanks. To increase their armaments, the Commu- .
nists would attempt to seize Covernment arsenals and ammuni-
tion dumps, and, if unsuccessful in capturing them, would make
every efiort to blow them up.

In addition to their military potential, the Communists
possess a powerful revolutionary weapon in their control of the
Italian General Confederation of Labor (CGIL), which has five
- million workers in industry and various public services. Domi-
- pation of the agricultural Workers’ Confederation, which has
approximately two million members, gives the Communists
' @ - almost comaplete control of the agriculture of the important Po
S Valley region; virtual Communist control of the industrial unions
would facilitate seizure by the workers of most industrial estab-
lishments. The Communists, furthermore, dominate the news-
paper printers’ union and have infiltrated communications. -
Public utilities, particularly gas and eleciric services, are Com-
munist-Gominated and could be disrupied in case of revolution.

.The De Gasperi Covernment, however, with control of
armed forces totaling approximately 336,000 men, would probably
be able to prevent italian Communists from taking over the central

~ government. Army styength is concentrated in northern Italy,
and army divisions are disposed at Udine, Treviso, Milan, Torino,
and Lucea. Supplementary to the army are the security forces of
the Ministry of the Interior: 75,000 carabinieri, 4 mobile reserve
corps of 18,000 civil police, 80,000 regular members of the civil
police, 36,357 finance guards, and 5,000 railway police. The
-carabirnieri maintain their heaviest concentrations in the north.
Critical areas, such as Pologna, have been reinforced by special

-9 -
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resevves of the cecurity fovees. In the event of insurrection,
the Italion Kavy cculd eraploy its vaits te protect ialian ports
and could iand maany of is approximately 35,000 won to assist
the ground forces. The bulk of the Italise flset is based at
Taranto and La Spezia. The Italian Air Force, with porsonnc)
numbering <8,000, has cbovt 500 planes, mostly chaolescent,
of which abovt 80 arc fizhisrs ik tactical units,

o8 e
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THE CHINESE PRESIDENTIAL ELECTION

Despite Chiang Eai-shek's anncunced unwillingness to
be a candidate for the presidency of the Chinese Mational Gov-
erament, he will vadoubtedly be elected to this positioa by an
ommhelmiﬂg majority of the Mational A.asembiy on 12 April,

- Party leaders have brushed aside Chiang’s recent recommenda -
tion to the Kuomintang Central Executive Committee that it

] select & non-party man as presidentizl candidate and persnit
- Chiang to serve his country in scme other capacity. These

leaders are unanimous in stating that Chisng is China's indis—
peasable man for the pr esrdency. Thus, the effects of Chiang’s /
action have been to assure him of the presidency, to rally the
full support of the Kuominiang to his leadership, and to enha.nce
his acthority,

In view ¢f the basic and growing weaknesses of the Kuo-
mintang and the National Government, however, this strengthen-
ing of Cman S political position may prove to ba temporar'y.

Q Chiang’s mancuver was undoubtedly prompted as a measure o
offset these weaknesses., The Kuomintang had become disrupted:
by mcreasipg facticnalism and by mounting discontent with
Chiang’s leadérship to such an extent that thez'e was danger that
the National Assembly would be the scene of public atmcks on
his policy by party members, thus leading to an open split,
Throughout the pazriy, hwever it had been generally accepied
that C%amg; would be elected t@ the presidency with litile opposi-
tion. This xwaneuver of Cinang, consequenily, surprised and dis -
mayed party leaders, and their response has once again demon-
strated convincingly tbat there i3 no leader other than Chiang
Wwho can commang the aliegiance of all Kuomintang fae:*&isns and
cligues,

Chiang’s proposal that he take a less significant pest in
the new government appears to have been designed io answer the
criticism of Chinese Cammunas*s:s and cthers ﬁmfs the National
Government Is under niz ‘‘persomal rule,” His recommendation
that a non-party leader, with civilian rather than mililary back~
ground, be favored for the presidency was probably intended to

' o -4 -
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bearx ebutm_l to critics at home and abroad who both question the
purity of China's incipient democracy and urge that the base of
the Nationzl Government be broadened by the inclusion of non-
Kuomintang elements.

For the moment, Chiang has secured from Kuominiang
leaders a clear mandate to continue his rule, and conssquently
he will be under less pressure to alier his policies Of recrganiz
the Government. Unicsc the Government damonstrates under hzs
icadership more success than hitherto in coping with its enor-
mous military and economic problens, dissatisfaction and criti-

cism of nis leadership will inevitably mount again and will be
more difficult to silence.

-8 -

TOP SECRET

1



AND animn

. (1}
Declassified in Part - Sanitized Copy Approved for Rglsase 2013/07/16 : CIA-RDP78-01617A001900010001-9

| 92
TOP SECRET™ ,
® |

" CONTENTS

TRENDS INBREEF . .0t vveenevnnennnneneonin ¥

|

i

:

’ . V .

| '
3

Serious Labor Unrest.in Japanm « « v v e o ¢ v v 0 0 0 o
Diminished Communist Threat in Burma .. ....
Balance of Power Among Caribbean Countries . .

ARTICIES . .t i i it ettt it etanneasnanaadla®

0 . British Intentions {n Palestine .. ........... 1
. Italian Pre-ElectionTrends. . . oo e v 0 e v e e v, 2

: Instability in Irag. . ... .

4

6

8

- O

!' S | POP-SECRET—

1_ Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9



~Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9

©

TOP SECRET

TREWDS IN BRIEF

GENERAL

The UK will probably adopt a more constructive and
helpful attitude in UN or other international deiiberations cver
Palestine issues after terminating its mandatz on 15 May,
although the British policy of withdrawal will almost certainly
not be modified {(see page 1).

WESTERN EUROPE

Favorable talian reaction to recent encouragement
from the western powers appears to have reversed the previous .
trend toward a Communist plurality in the April elections (see /
page 2). .

: Communist influence in Scandinavia has been reduced
O by the efforts of Government oificials and the leaders of the
Socialist Party and the trade unions to awaken lzbor groups
to the menace of cooperating with the Communists, Recent
eleetions in Norway and Sweden have resulted in Socialist
victories within {rade unions formerly dominated by the Com-
munisés, and similar results can be expected in Renmeark. In
Eceland, the Government is transferring Communist civil serv-
~ anis (former appointees under the previous coalition ministry)
from sensitive security posts,

The projected development of French North Africa
into an important strategic defense area is proceeding gradu-
ally. This sirengthening of the North African defense establish-
ment anticipates the likely contingency that metropolitan France
wiil be rapidly overrun in any future conflict and that France
would have to make its real stand in North Africa. Consequently,
the naval base at Mers-el-Kebir (near Oran) is being developed
to replace Toulon as the French Navy”§ chief Mediterranean
base; the establishment of 2 combined operations training school
with an estimated capacity of 20,000 at nearby Arzeu §s well

|

|
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under way; emergency inland operational air bases are being
developed at Cuija, Morocco, and at Colomb Bechar (200 miles
farther south), the terminus of the presently completed section
of the projected standard-gauge, north-south, trans-Sabaran

railway; air stations in the region are to be increased in anti-

cipation of the transfer to this region of primary pilot training;
the British and French governments are preparing an agree-
ment covering the use of French and French Worth African

- airfields by UK aircraft; and the French are accelerating their

program to provide the necessary industrial facilities in North
Africa to allow the sirategic bases in Algeria, Morocco, and

Tunisia to operate independently of me&mpel‘it;m ance if the

latter were @cmmiedq
EASTERN EUROPE

_ No spectacular Soviet diplomatic measusres to influence
the forthcoming Ktalian elections are cxpected at this late date,
The USSR, Yugoslavia, and the Italian Popular Front will
probably content themselves with a reiteration of the theme
that only a Popular Front victory in the general election cam
result in a peace treaty revision favorable to Huly. There is’
a possibility, however, that the Soviet Union will attempt to
seize the diplomatic initiative by making one or more of the
following offers: (1) a reduction of reparations; {2) the re-
nunciation of claims to part or all of the Ttnlian fleet assigned
to the USSR; and (3) the shipment of wh@a&

’B_‘he current Soviet pmpmmnda attack on Norway and
Sweden appears to have the following purposes: (1) fo capital-
ize upon the prevailing fear of further Soviet aggression in
Eurcpe and thus delay the rebuilding of a strong European
economy; (2) to prevent the Scandinavian counizries from sign-
ing military alliances with the western powers; and (3) to
coerce the Finnish negotiators now in Moscow into signing the
comprehensive military agreement desired by the USSR,
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NEAR EAST-AFRICA

The jnstability of the present Irag Government can be
attributed largely to deteriorating economie conditions, R
iz doubtiul, however, that the Cabinet feels sirong enough to
take adequate remedial measures (see page 3),

The recent Soviet note to the Iranian Government,
~ which i3 basically another phase of the Soviet Umton s world-
| wide propaganda offensive against the US, : indicates the
| rmeans by which the USSR may attempt to subjngate Ivan. By
insinvating that the presence of US military missions in fran
raakes the current sitvation analagous to that of 1841 when
Germany bad many agents ia the counfry, the USER is con-
tinuing to bulld a case for possible direct intsrvention on the
basis of the 1921 Bovist-Iranian treaty, (The reaty, which
provides for entry of Soviet troops in case a third power secks
@ to use Iran as a base of operations against the USER, was in-
voked In 1941 as justification for Soviet occupation of northern
Iran.) The pessibility of indirect aggression is suggested by
the USSE’s deelaration of its right o protect franian pelitical
refagees, who are known to be plotting revolutionary activity
against the present Iranian Gevernment,

| Arsb willinoness to accent a UN trusteeship for Pales-

tine and to negotiate a truce with the Jews may be indicated
by the fact that Jamsal al Husseini, Vice Chairmeon of the

, Palestinian Arab Higher Commitice (which iz headed by the
Muitl) is coming to New Tork to participate in the current
UN deliberations on Palestine, Thiz is the first time since
the General Assembly recommended partition on 29 November
1947 that 2 representative of the Palestinlan Arabs has had
‘official dealings with the UN. Husselni is cexiain to demand
rejection of partition as a ¢ondition for Arab acceptance of
either 2 truce or trusteeship, | L

Soviet efforts to profit from Middle East uarest re-
sulting from the Palestine sitvation are indicated by recent

Tale
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reports that the USSR is accelerating its activities among the
Kurds and Armenians. By encouraging separatist tendencies |
while ezpleiting the increasing economic and political instabi-

- lity of the area, the USSR can most easily threaten the US-UK

alignment of the Middle East regimes, Current Soviet promises
that the USSR will aid separatist movements among M;ddie East
minorities after ‘‘settlement’’ of the Palestine problem are
thoroughly consistent with Soviet support of partition. The
formation of an independent Zionist state would provide a logical

~ basis for separatist demands by the Kurds, the Azerbaijani,

and the Armenians of eastern Turkey,

India-Pakistan relations have generally improved, with
responsible leaders in both dominions appearing increasingly
willing to adopt conciliatory attitudes. The Kashmir dispute,
which constitutes the only threat to peace at present, is not
likely to cause open warfare between the two dominions iz the
immediate future. India has, at least temporarily, a miliiary
advantage in Kashmir itself, and Pakistan seems to be increas-
ingly aware of India’s over-all military superiority.

FAR EAST

Although a Communist-inspired labor crisis in Japan
has been averted through prompt action by SCAP, labor unrest
can be expected to continue until some means can be found to
relieve the acute economic distress of Japanese workers (see

page 4), o ,

The complex Burmese political crisis has been tem-
porarily eased by the Government's decision to suppress all
Communist activities (see page 6). ’

)

) A recent Soviet effort to obtain S o) rSen
for ‘‘the formation of a democratic unified state in Korea’® has
taken the form of an invitation to South Korean ‘‘democratic’’

leaders to attend a joint conference on 14 April in Pyongyang.

- Y =
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Ten Leftists from South Korea wiil give the decisions of the.
conference a ‘‘representative’’ character. Leaders of moderate
and rightist delegations, who have no-illusions concerning Soviet

‘intentions, will attend the conference, laxgely in the hope of in-

creasing their chances of success in the forthcoming UN-observed
elections in South Korea. By presenting themselves as patriots
who exzerted every effort to achieve national unity, they will seeck
to centrast themselves favorably with Rhee Syngman who, as a
means of satisfying personal political ambitions, has consistently
advocated the creation of a ‘‘separate’’ South Korean siate, The
Moderates desire to postpone the forthcoming elections in order
to prepare an effective candidate to oppose Rhee, Although the
UN recently rejected General Hodge’s request to postpone the
elections from 9 to 24 May, circumsiances may force a reversal
of tha UN decisfon, :

The Philivpine Department of National Defense has in-
dicated concern over the international situation by redoubling
iis efforts to obtain clarification of US military plans for the
Philippines. The Philippine Secretary of National Defense, in

‘stating recently that more than 300,000 Filipinos can be mobilized

to support the US in the event of an emergency, assumes that the
Philippines continue to figure prominently in US strategic plan-

ning and that the weaknesses of the Philippine armed forces can

be overcome., Current attempts to obtain additional military
appropriation from the Philippine Congress may meet with some
success and such action may therefore be the basis for vigorous
efforts to obtain 2 commitment for additional US military assistance,

WESTERN HE'MISPIERE
The US plan for concerted hemis shere defense may be
endangered by the present civil war in Costa Rica because oppos -

ing interests are dividing the Caribbean countries into two groups
ina balance-oi-power situation (see page 8).
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- BRITISH INTENTIONS IN PALESTINE

Although the intention of the UK to withdraw from Pal-.
estine by 15 May will almost certainly not be modified, official
British denials have not dispelled a persistent rumor that the
UK would retain some responsibility for Palestine under certain
conditions. Because the UK would want to avoid any solution
which would enable Soviet troops to enter Palestine {either through
a UN decision or a default by the western powers), two posaible
courses of British action have mainly been rumored: (1) UK
troops might remain in Palestine until US troops were deployed,
if the US declared its readiness to provide troops for the purpose
of maintaining order during the proposed temporary trusteeship;
or (2) the UK might agree to a joint temporary trusteeship, if the
US agreed to supply a large part of the troops and te pay most of
the costs involved. ‘ -

‘ Despite the strength of British public opinion against
, e further entanglement in Palestine and despite the reiterated
: British intention not to participate in a Palestine solution which

would offend the Arabs or be unaceeptable to either Arabs or Jews,
the UK may take a more active part in negotiations over Palestine
after 15 May. Responsible and influential British publications are
urging the Government to adopt 2 more positive and helpful atti-
tude in the UN deliberations, and a similar movement is apparent
among permanent Foreign Office officials. Because Palestine
involves issues which so actively concern other members of the
UN and the strategic interests of Britain, it is not likely that the
UK can continue indefinitely its policy of ezagperated disinterest.

| -1-
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ITALIAN PRE-ELECTION TRENDS

Anti-Communist forces in Rtaly have been considerably
strengthened as a conseguence of the favorable Ralian reaction
 to recent encourageraent from the western powers. Such dec-
larations as President Truman’s announcement of stiffened US
policy toward Soviet aggression, the joint statement on Trieste,
and the statement that a Communist government in Italy would
not be eligible for economic aid from the US have made a high-
- ly favorable impression upon the ftalian people. The prestige
of the present Mtalian Government has been increased by such
indications of international recognition 2s the signing of the
French-Italian economic pact. The Vatican’s anti-Communist
campaign, particularly the increased activity of the Catholic
Action groups in faly, has also been effective in bolstering
- the non-Comamunist position. :

. The Kalian reaction appears to have reversed the pre-
@ | vicus trend toward a Communist plurality in the April elec-

: tions, and it now seems probable that the Christian Democrats,
together with other moderate groups, will secure encugh votes
to enable them to form another coalition government excluding
the Communists. This new trend, which will probably continue
if the anti-Communist forces maintain their present tempo of
activity and thereby keep the Communists on the defensive, has
been particularly furthered by the recently improved electoral
chances of one of these moderate groups, the right-wing Social-

Diminishing Communist ehances of receiving a plurality
in the elections appear, however, to have put the Communist-led
Populsr Front on the defensive, The Communist Party now seems
to be reverting %o its earlier tactics of violence and threats of
viclence in order to intimidate the voters, Pre-clection clashes
between Communists and anti-Communists have been reported
and may be expected to increase, There are also increasing
threats of industrial strikes and large-scale violence. It seems
tikely that these Communist strong-arm tactics, which may cause
further popular resentment against the Communists, will be re-
| sisted by the newly-encouraged Malian masses, .
. e ’ s 2 "
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INSTABILITY IN IRAQ

The serious instability of Iraq’s present government
can be atiributed largely to economic conditions. Continuing
inflation, lack of consumer goods, and food shortages caused
by the failure of the 1047 wheat crop have resulted in bread
riols, demonstrations, and strikes., Basic popular unrest,
heightened by tension over Palestine, flared into serious riots
in Januzry in protest against the signing of the Anglo-Iragi
treaty, The riots weakened the prestige of the police and led
to the fall of the Jabr Cabinet. The shaky Sadr regime which
succeeded the Jabr Government has lowered police morale
even further by puiting on trial policemen who fired on the
demonstrators in an evident attempt to appease the mob which
brought it to power. The Communists, never strong hereto-
fore, have already tzken advantage of the current difficuities
by attermpting to turn anti-Government demonstrations info
Communist rallies, Although on this occasion the Commu-

e nists were rebuffed by the demonstrators and their leaders
jailed by the police, the Communists will nonetheless continue
to be active and potentially dangerous.,

Government inaction in the face of Iraq’s economic
difficulties has contributed significantly to the present crisis,
and it is apparent that forthright measures will have tc be
taken if further economic and political disintegration is to
be averted, Furthermore, the police must be assured of Gov-
ernment support if demonstrations are to be curbed and sub-
versive groups held in check, It is doubtful, however, that
the Sadr Cabinet considers itself strong enough to take adequate
remedial action in the present situation. Its reluctance to
arcuse opposition may therefore resuit in its downiall,

. -3
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SERICUS LABOR UNREST IN JAPAN

An acute labor crisis in Japan, which threatened to de-
velop from 2 coordinzted nation-wide strike, has been fore-
stalied through prompt action by SCAP, Although this action

- has effectively halted an attempt by the japanese Coramunist

. Party to exploit labor unrest and the weakness of the Govern-
ment, SCAP’s intervention may also cause labor dissatisfac-
tion to be directed toward itself instead of the Japenese Gov~
ernment, The Japanese Communist Party, throvgh its domina-
tion of the militantly leftist Communications Workers Union,
pilayed 2 leading role in promoting the iabor offensive. In

~ exploiting the acute economic distress of government workers,
the Communists are seeking to undermine the labor policy of
the Ashida Cabinet which they feel is designed to restrict labor
and to combat growing anti-Communism in labor by uniting

~ the unions over the issues of wages and the rights of trade
unions. . : . '

@ . The developing crisis has shaken the present coalition

| ' Government of Premier Ashida. The Government is under con-
siderable pressure from its rightist components and from the

- conservative opposition to take energetic measures to cope with

labor. At the same time, however, the Ashida Government de-
pends upon the cooperation of labor and upon the support of the
left-wing Socialists represented in the Cabinet oy the Minister
of Labor. Under this pressure from both the right and the left,
the Ashida Government will probably be forced within 2 mafter
of months to call for new general elections.

By re-invoking the Janvary 1947 bar on general strikes,
SCAP has rebuffed Communist attempts to capitalize on labor
unrest and the government’s weaknesses and has for the moment
taken the labor crisis cut of the hands of the Japanese Govern-
ment. This rebuff, moreover, comes at a2 time when anti-Com-
munism is growing in Japan and the prospect of US aid to pro-
. mote eccnomic recovery is strengthening Japsnese hopes for
- improvement of the status of labor. SCAP’s intervention, how-
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ever, has directed toward itself bitterness and disappeintment
which might otherwise be directed toward the fapanese Gov-
ernment. Dissatisfaction and unrest will continue if measures
to augment real wages remain ineffective and if democratic
trade union development within the framework of SCAP-
instituted reforms is jeopardized by the efforts of the Govern-
ment to counter Communist activity.
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DIMINBEED COMMUNIST THREAT IN BURMA

Tension in the complex Burmese po‘aﬁ’%cal erisis has
been somewhat eased by the Government’s action in Suppress -
ing Communist activities and the decision of the People’s
Volunteer Organization (PVO) not to support Comrunist efforts
to oust the Socialists from the Government. (The Burmese Gov-~
ernment is dominated by the Anti-Fascist League coalition of
which the Socialists and the PV O are the principal components,)

In an eﬁori: to increase p@ii&ami unity and avert civil
war, Prime Minister Thakin Nu on 28 March made a final
appeal to the Burmese Communist Party to join the Govern-

- ment, The Commumnist leader instead denounced Thakin Nu
and demanded his resignation, On 28 March, ﬁavamment
police arrested several Communists, cﬁased the Party’s Ran~
goon headquarters, seized a conmdcmme quantity cf arms,
and successfully bmke Communist-instigated sirikes, Than

@ Tun and other important Communist leaders escaped to their
stronghold in central Burma where they are believes to be re-
organizing their forces in preparation for guerrilla activities.

The Government malitmng which had been threatened
by the PVO's apparently wavering loyalty as well as by the
possibility of overt Communist action, has conseguently been
strengthened. Although anticipated Communist guerrilla opera-
tions will increase the already substantial task of suppressing
lawlessness, the Government should be able eventually to bring
. : the Communists under control if the PVO continues loyal and
- the Karen minority does not attempt to exploit internal dissen-
sion.

Effective control of the C@mmumsﬁis h@wever will pot
e easy to achieve, Communist doctrine ha,s a str@ng appeal °
to many Burmese. The severe measures which the Govern-
ment is taking against the Party will be ezploited by Commu-
nist propaganda as a means of discrediting the Government.
The continued existence of the Government will depend in large

& - e
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measure upon its ability to take firm action, without seeming
authoritarian to a people which has traditionally distrusted
central government. Because the Government probably cannot
avoid taking some steps which will appear dictatorial and be-
cause the Communists seem capable of conducting disruptive
activities for some time {o come, continued unrest and the re-
currence of crises similar to that which is presertly abating
appear In prospact,

- -
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BALANCE OF POVER AMONG CARIBBEAN COUNTRIES

. The present elvil wér in Costa Rica not only emphasizes’
the internal political instability of the republics of the Caribbean
and stresses the intra-regional rivalries of the area, but it also

tends to endanger the US concept of concerted action for hemi-

sphere defense by dividing the Caribbean countries into two

opposing groups, The resultznt balance -of -power alignment,

which places Cuba, Haiti, Venezuela, and Guatemala in opposis

tion to Nicaragua, the Dominican Republic, El Salvador, Hon- <

- duras, and Costa Rica, now overshadows geographic, economnie,

and social considerations in providing a basis for inter-govern-
mental relationships. Even more important, this alignment

-vitiates the advantages of a common ideological antipathy to

the USSR on the part of the US and the Caribbean republics.,

The Presidents of El Salvedor, Honduras, Nicaragua,

and Costa Rica were reported to have signed in May of 1947 a

secret pact which was purportedly ‘‘aunti-Cozmraunist’’ but was
actually aimed at the isolation of Guatemala, This pact was
cited recently by General Somoza of Nicaragua in justifying

his intervention on behalf of the Costz Rican Gevernment, Since
that Government is Communist-supported, however, it is clear
that Somoza’s action was actuaily dircected against the Guate-
malan Government which has reportedly assisted anti-Govern- -
ment forces in Costa Rica. Likewise, the Guatemalan Govern«
ment, which contains many communistic adherents, was attempt-

- ing--by assisting condervative oppositionists in Costa Rica--to

terminate the isolation of Cuatemala in Central America and to
redress the balance of power in its favor,

Stmﬂarly, fear of the Dominican Republic has drivenr

 Haitl into closer relationships with Cuba and Venesuela and

bas caused the Haitians informally to offer a naval base to the
US in exchange for a US guarantee of the status quo of the
Haitian~-Dominican border. In addition, the desire for balance
of power has led the Dominican Republic and Costa Rica to
raake a hasty recognition of the de facto regime in Nicaragua

N
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and has persvaded the Dominican Republic to furnish aid and
assistance to Venezuelan revolutionaries in the hope of re~
placing the present hostile Venezuelan Government with a
friendly administration,

Besides the forces already active in creating a balance-
of -power siftuation, the presence of substantial numbers of
political exiles in all of the Central American republics, to-

‘gether with the universal practice of condening and even assist- -
ing their conspiratorial activities, not only accentuates the -
.internal instability of these republics but also contributes sub-
stantially ¢o the unsatisfactory inter-governmental relationships
~ of the area,

@' | 0 -

- TOP SECRET

Declassified in Part - Sanitized Copy Apprbved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9



o~ ~» mnD 1048
Declassmed in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9

o | mm o u

COWNTENTS

- Pages
fa‘REHK}SE\!ﬁRWF'rovooaaoee.ecoocooooali"’m

6\ Z'IERTECLES‘63'-aonooac-cocﬁco.e-nooaoeu-i.""ﬁ

Prospects for the Committee of
M@r@pmfaopemtzem.““,..“.H.. 1
Issues in Forthcoming Politica
Negotiations in ndonesi®. « « v c co v v oo 3
Imminent Financial Cm%x in Nationalist

’

Document No O )—L

NO CHANGE in Cla o 0.
DECLASST
gass. CHAHOT TS S c
DDA ¥emo, 4 50T 77
Auth: DDA TG, T7AVIT

Date: 2,1/_241: By: -D—ZE—L——

@

FOP-SECREF

- Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9



Declassmed |n Part - Sanltlzed Copy Approved for Release 2013/07/16 - CIA RDP78- 01617AOO1900010001 9

o

TOP SECRET |

TRENDS IN BRIEF
CENERAL
Full vnification of European recovery eiforts appears |

unlikely until the UK alters its present opposition to a strong
Committee of European Economic Cooperation (see page 1}.

An agrecroent between the US-UXK and the French Zones
- of Germany, signed on 18 Mamh will solve a mxxgs%andmg
impasse over freight cars. E.mrme numbers of French and
German freight cars have been unavailable for traffic between
the US-UK Zones and France, because France has been hold-
ing some 80,000 German cars which the German Army left
: behing; the French have insisted (hat their title to this equip-~
.. ment be recognized before the cars circulate inte Germany.
Bizonal :w.thoriﬂes in fturn, have been unwilling to return
French cars irom Germamgv because this would have caused
_ ) a steady depletion of the bizonal freight car pool, The US-
@ ‘ UK Zones will now return to France all freight cars of
French origin while France will release an equal aumber of
freight cars of German origin, The agreement will immedi-
afely alleviate the acute car shortage by facilitating the free
~ flow of railway traffic and by initiating the return of un- = - : *
serviceable cars to their home areas for repairs. Moreover, -
ike agreement will remove a source of friction between the
US-UK Zones and the French Zone administration,

The Brimh Cabinet appears to be on ﬁihe verge of
abandoning the ‘‘fly British’® policy and will probably authorize
the purchase of 25 US Consteliations or g lke number of :
Cavadian DC-4M's, Although the UK estimates that DC-4M's
could be paid for out of earnings in five years and that it would
take seven years to pay for the more expensive Constellations,
from the operating point of view, it prefers Constellations. The ,
UK has now clearly m&lcaﬁecﬁ hcvu@ver that it could not un-~
equivocally guarantee the uﬁ.ﬁ:imaﬂ;e doﬂar payments for Constel-
lations if the aircraft fail to produce the necessary dollar
revenuesc (The Canadian offer would not cbligate the Brm,sh

P e
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treasury to a net dollar eutgao) In an emergency the US
would benefit conziderably from British operation of a large

flect of US commercial aircraft to all parts of the world, -
which would insure the global distribution of mamtenance

depots, with standardized spares and parts, Howewer, it
appears that unless the US considers thie advantage suffi-

ciently important to warrant still more favorable payment
terms, the U¥ is likely io decide on the pm*chase @ﬁ Canadian
aircraf‘ﬂ; ,

The rift between the free S@cmi Demeocratic parvties
of westeEn BUrope and the C omimun iSt-Gotinareo Socialist
" parties in the Satellite gi:at@s widened at a recent London
meeting of the Commitiee of International Socialist Confer -
cnces (COMRBCO) and resulted in the expulsion of Czech,
Hungarian, Rumznian, and Bulgarian Secinl Democrats’ an@*i
: _ in the withdrawal of P@Ruh and Halian (Nepaoi) Socialists,
_ - COMBCO, largely dominated by the British labor Party,
@ ' mbmdmeﬁl its former policy of conciliating eastern Euro-
: pean Socialists, formally recognrized the split in Eurcpean
- scclalism, and condemned Communist aggression against
socialist and demoeractic governments., The London meet-
ings of the Socialist parties of the f@urﬁeen countries parti- -
cﬁmﬁmg in the Buropean recovery program and of the trade
unions supporting the Eurcpean recovery program,and the
- COMBSCO meeting all demonstrated the mdisp«.msahlle roles
which socialism and organized labor can be expected to pﬂay
in any effective containment of Communisin,

The US «-UK-Fwem 1 to return the Free Terri-
- tory of Trieste to Ialy has heem Teceived with marked en-
 thusiasm by non-Communist Ralians and has produced 2 con-
siderable degree of optimism in all except loftist political
circles, - The Vatican believes that for the present the defeat-
ist twend, which gathered momentum afier the Czechoslovak
coup, bas been reversed, 3o far, Communist attempts to
mmﬁmme the eﬁec& of the pmposal ha.% been limited to vague
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declarations arnd to an apparent effort to pmven? publication

and circulation of newspapers for @cwml days following
the ﬁripawt itc announcement, The printer’s strike, the &@mpw '
rary refusal of Milan and Turin printers to work even after
the strike ended, and the burning of 10,000 Vatican newspapers

~ {the only press news source during the strike) indicate recog-
nition by the Communists that the Trieste pmpogaﬁ. can sericusly
damage their election prospects,

Soriet-Yugoslay maectmn @o the US-UK-French @m@osal
for the return of Trieste fo kaly is not yet mny apparent, The
- initial response was more prompt and bitter in Belgrade than
in Moscow; neither couniry has yet flatly rejected the tripartite
propesal, Moresver, such a rejection is unlikely so long as
the Malian Communists hold to their plan to participate in the
clections. Instead, the Evemlin will attempt to soften the loss
: to Communist prestige in Raly by criticizing US motives in
o making the proposal and pessibly by offering other amendments
@ to the Hizlian peace treaty in an attempt to embarrass the US,
Such 2 policy would make a firm Soviet decision unpecessary,
until after the Italian elections, The tripartite proposal is not
- expected fo precipitate any overt Yugeslav action against the
- US-UK Zone of Trieste. The Communists may organize demon-
- strations, and possibly sirikes, in an allermpt to demonstrate
popular opposition to riian control, Pro-Halian e:&emem:s in
Trieste are ﬁmbiﬂ:mﬁ: over the pmpms&,ﬁ

WESTERN EUROPE

_ Tihe Soviet walkout rm | I;in Allied C@nﬁ'r,gj. _
Couneil, 7oV 0wing the refusal of the US, UK, and France o
- explain the London deecisions on western csermam% appears

to be a forcetul Soviet condemnation of the western power
position, as well as a maneuver to creafe fear, confusion, and
delay in the West, pending formulation of a M@sc@w p@ﬂicy
deeision, Hmveverg the continved func'ioning of the four-
power Berlin Kommandatura and the Soviet attempts to sched-
ule four -power subcommittce meetings on subjects of interest

@ | - | et -
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te them indicate that the walkout is a tactical move and not
a permanent brealk., The Soviet step, at least initially, has
made some pro-western Germans reluctant to commit them-~
selves further in support of the western powers, pending west-
ern reaction to the Soviet move. The US decision to keep
Germany under milifary conirel has encouraged the pro-.
western Germans, who apparently now realize that General
Llay has several powerful weapons--such as cessation of
reparations, bilateral currency reform, and interzonal trade
restrictions --and that the western powers are thus ina
p@snﬁwm to prevent 2 complete stalemate in Berlin,

Comraunist plans to announce a *‘German 'Umitv”
referendum and subsequently an Eastern ‘‘all-German’’

- state, appear to have been pos@poned German Comomunists
had Ewped that the “German Umﬁy petitions, which th@y had
_ circulated for some months, would permit ﬁhe People’s Con-
gress (which convened in Berlin on 17 Mareh) to demsand an
@ - immediate unity referendum. The Congress, however, re-
solved merely to circulate more petitions, This pos&pmem
ment may have been caused by the popular disinterest in the
petitions or by Soviet reluctance to support the referendum
until the wesiern powers can be charged with initiating or
attempting to initiate a partition of Germany, Until now, the
Soviet Military Administration, probably motivated by a de~
- sire for a volce in the administration of the Ruhr, has dis-
couraged attempts of the more extreme German C@mmunisﬁs
to Sei; up i eastern German satellite state,

Shortages of basic foods continue ¢

¢oal preduction upon which bizonal economic plzms and the
success of the BEuropean recovery program are largely
dependent, Within recent weeks, miners’ -rations have con-

-Sistently fallen below the guamn‘éeed level, and the highly-

- publicized incentive program of issuing: T@omm food packages
to the miners appears to be only temporarily effective be-
cause coal production tends to drop as soon 2s this food is
consumed. ¥ these basic food deficiencies are not remedied,
the searc&: for food will increase absemeeﬁsm among mﬁnerso

iy -
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) By voting to adjourn wntil 20 April the Trench Assembly
hes given the Schuwan Cabinet 2 month s respite from narlia-
mentary crises, This period of comparative political calm will
nermil the Government {o concentrate on 5 basic task of stabi-
lizing the economy and creating public confidence and will aiso
allow the Gaullists to continue thelr behind-the-scenes efforts
to reach some agreement with the moderate cenler and loft,
Roth the Government and the Gavllists hops to improve their
respective political strength, because of the increasingly-
hostile popular reaciion to Communist tactics. The Brussels
Treaty and President Truman’s spesch have considerably
bolstered public morale during the last week and the Commu-
nists are increasingly hard-put to justify their agitation against
every constructive move,

The UK Covernment's recent, belated decision to initiate

a mild purge of Communists and fellow -travelers from “‘sensi-
@ tive”’ ¢ivil service posts was not based on any new nformation

or new assessment of the security dangers imherent in potentially
subversive civil servants. This action was primarily delayed
in order to prepare public opinion to accept such a departure
from long-cotabiished UK tradition, Over the past year the Gov-
ernment, with the help of the Labor Party and the Trades Unjon
Congress, has successiully conducted ap educational program on
Commuunism, culmingiing in the official interpreigiion of the
Czechoslovak coup. Because of British reluctance to infringe
upon traditional demoeeratic practice, the purge will be very _
moderate and will affect few government instrumentalities out- )
side; (1} the Service Ministries, and (2) the Ministry of Supply '
which is largely responsible for mililary research and procure~
ment, including atomic research. '

BASTERN EURCPE

Tewmporary gains to the Soviet worker from: derationing,
currency reform, and reduced commedity prices in the USSR
will be eliminated by increased working norms {guotas) in

m?&'
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industry and agriculture and by the concomitant reduction

- in achual wages, Changes in work guotas will probably be

introduced gradually, without pz:@b‘ﬁﬁ@i&% and therefore are
mot expecied to impalr the m@r&?,@ ; uz 2 Soviet worker op

to make hine readily aware of the lack of improvement in his
standard of living, '

Although ¥ leﬂm@o will attempt {3 prolong current
Soviet-F innish neg mgu&mﬁ;ﬂ@m in Rlﬁ@sww ) conventional treéaty

of mutual assistance and friendship will maﬁz&hﬂy be concluded,
The USSR is expecied to exert sufficicnt pressure on Finnish
non-Comuunists to overcome their reluctance to a mililary
agreement with the Soviet Union. The final pact may be loosely
worded and thus may permit the USSE to demand that its imple-
meniation requlres a purge of all &nﬁ.%@mmumﬁ@ from both
the Finnish Forelgn Office and the army. Such a purge would

- increase the capebility of the Communists to control the elec-

tions in Tuly and would pave the way for thelr subseguent
seizure of the Finnish Government,

Recent intensification of military activity in southern
Yugoslavia and Albania suggests an increase in Soviet-Satellite
assistance io the Greek guerrillas and indicates thot, for the
present, Yugoslay preparations to support a possible Communist
uprising in Ialy are of secondary importance, Military prepara~
tions in Albania have increased substantially in recent weeks:
Yugoslav ‘&f@@p@% tanks, artiﬂemg and planes E@mve bezen moved
south in incressing numbers, and three of Tite's five active

- colonel-generals are s?mécmed in southers Yugoslavia. Mean-

while, no unusual military activity has been observed in northern
Yugoslavia, Although this concentration along the Greek border
may be an atizempt to conceal Yugm;mv intentions in ¥aly, &t is
more l?.ikaiy that pﬂ:m@ are being made for providing full Sateliite
support {(short of overt participation by Yugoslav troops) for a
spring off @mswe by the Greek guerrillas,. Aﬁ%ﬂa@mﬂh it reduces
Yugoslavia’s capacity to assist the Italian @@mﬁmﬁsﬁ:& current
emphasis on Greece will not prevent ﬁ’m;@;sﬁam from smp@r&mg
a possible Communist revolt in Maly by transferring arms,
supplies, and agents across the border,
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Larpe-scale guerrills action in Greece can be expected
mid-April, &@m’:ﬁnﬁi ated mainly in northern Gmme in the
ﬁ@@% Mw‘emm a-BEpirus and east Macedonia-Thrace areas,
Preparations for o general offensive, timed fo disyupt the sched-
uled- @E’@@k Army oifensive and to secure a wide area of terri-
tory, are increasing, Supplies and reserves are reported to
have been concentrated in the Safellile cowntries along the northe
. -ern Greek border, CGuerrilla and Satellite propagand is stress-
' ing the aggressive er:‘ég and designs @f the Greek Army, probably
as justification for a “counteratinck’ by large g@wm}lﬂfa forces
supported by Satellile trained m@ Satellite -zrmed reservas,
Publicity given to the suerrilla “‘child welfare’ program has
~vl*ﬁady succeaded in creating further chaos and fear in novthern -
Creece, Heavy guerrilla recruiting, diversionary attacks in
the Peﬂ@,d@memﬁ and near Athens and ! aﬁ@mw and action
directed specifically against army and ¥ nma'%. Defenge Corps
units are designed to build up guerrills '““Mw*“élm while prevent-
@ ing the concentration of Army forces fon the Groek offensive,

h.;eh\

NEAR EAST-AFRICA . : ' |

While the Arabs will probably agree to a trusteeshin
for Palestine i it does not commeit the UN to ultimats partition,

- the Jews are violently opposed to the ides as representing a
withdrawal from the UN General Assembly partition resolution. - -
£ the Zionists atierapt to carry @@1{ thelir nlans to establish a
“Provisiensl Jewish Government’’ on 18 May (2e announced by
the Jewish Agency), Arab viclence will increase, and hostilities
can therefore be expected to become more intense, However,

' if the UN authorizes the establishment of an effective trustes-
ship supporied with force furnished by the trustee power or
powers, the fews will ultimately have to accept irusteeship, and

- final settlement of the Palestine issue will be indefinitely post-

- poned. Should the terms of the trusteeship envisage eventual

partition and therfore prove unacceptable to the Arab 5, viclence

- would ensue (o an even greater degrec, Withowt &m&:ﬁe&s&nmpﬁ,

the Palestine issue will be resolved | by £ f@ﬁw&@me eivil war, with
grave international implications,

O T
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Todian deaders have become imereasingly dicillusioned

I88%, particularly because of: (1) Soviet refusal to
concede néis a seal in the UNW Security Council; 2) stromg

Moseow; and {3) the impolitic behavior of the newly-accredited
Soviet Anbzssador to Indis. Mrs, Pandit (who is Prime Minis-
ter Nehru's sister) was unguestionably predisposed toward the
USSR before her arrival in Moscow. She now recognizes, with
derp concern, that the USSR is stiempling to compsl Iadin's
alignment with the USSR, using attacks in the press as well
as direct pressure. Government circles in Hew Delhf are
reported to be deeply reseniinl because the new Soviet Ambas-~
sador has lavgely ignored responsible Government officials
and has assumed clandestine direction of the ndian Commu-
nists, Although recent confidential efforts of Government
spokesmen to convinee the US of their friendship may be atiri-
‘ buted in part to India’s desire for US support in the Kashmir
@ dispute, it iz evident that Mokwru and other responsivle ndisn
leaders are raplidly losing faith in the coneept of the USSR
28 a sound {riend and 2 potential chempion of dia’s policies.

| ' - Wi -
) |

TOP SECRET

Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 - CIA-RDP78-01617A001900010001-9




Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-O1617A001900010001-9

S i " S 'TOP SECRET

FAR EAST

Fortheoming Dutch-Republican negotiations in Indonesia -
are expected to be delicaie and protracted bul presumably wiil
\ result in eventual agreement on Republican admission to an
interim federal organization established by the Dulch {see page 3).

China's critical military and political problems are
belng vastly complicated by rapidly accelerating increases in
commodity prices and an alarming deterioration in the foreign
exchange value of the national currency (see page ).

- A reorgamization of the Chinege National Government is
an immediate prospect. Chiang Kai-shek will probably make a
statement of major importance on this subject at the convocation
of the Nationzl Assembly, now scheduled for 29 March. Under
' ‘ the new constitution which nominally became effective on 25
@ December 1847, the Assembly has as ils primary function the
‘ election of 2 President and a Vice President of the Regublie. It
is generally conceded that Chiang will be elecied President with
little, if any, opposition, but the vice-presidential race is hotly
contested by several aspirants and is of considerable significance
because the winner must be regarded as Chiang’s potential suc~
cessor. In'this contest, the support of Chiang will probably be
the decisive factor. In making his cheoice, Chiang will be obliged
to decide whether to continue his reliance on old and trusted con-
servative elements in the Kuomintang, or to give greater heed to
younger and moreé progressive elements within the party.

un sorez, the USSR has apparently selected mid-April
as the time for executing 2 series of dramatic moves calculated
to anticipate and minimize the effect of the UN-observed South
Korean elections in May. Evidence of this intention is contained
Cime (1) the recent threat of the North Xorean Peoples’ Committee
to cut off power now supplied to South Korea if the US has not
paid for this power on Soviet terms by 15 April; and (2) the
invitation extended by the North Korean Peoples’ Front to South

| o i -
TOP SECRET

Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9




Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9

@

TOP SECRET

Eovean “‘parties and b@@ml organizations’ to attend 2 joint
conference on 14 April at Pyongyang. The coaference has been
called to permit South Korean Moderates «m@ﬁ'ﬂ anti~Ehee Righlists
to join Morth Korean leaders in forming 2 “‘coalition g@mmm@m,
By this move the USSR evideatly hopes to tonfuse the UN Com-
mm@mr@ by making the fortheoming elections appearx ‘*umepmge%n
tative.” DBecause the Eremlin is not likely to avthorize any overt
action against South Korea, at least until 2 new governmment is
established there during the summer, the contemplated moves
ueem ﬂ@mgﬁned to embarrass the U9 and precipiiate an ostensible
“erisis’’ in Korea.

The redistribution of former Japanese-owned land in
South Korea under the terms of the new land reform ordinance
will: (1) increase US prestige and attract mass South Xorean
support to US policy, because the popular and long-needed reform
was the result of US initiative; (2) establish a sound pattern for
the redistribution of large Korean-owned estates by the future
Eorean government; (3) vitiate the most effective propaganda
weapon employed by the USSR against South Korea; and (4) permit
the US to take the psychelogical @ﬁx@msw@ in propagenda beamed
to Wozrth Korea by pointedly comparing, the provisions of the new
crdinance with the illusory North Korean *‘reforms.”’

The prestive of the Government of Burma has declined
appreciably as the resull of Karen and Communist problems and
the growing dissension within the government party, the Anti-
Fascist League. The Government sppears bewildered by the
deteriorating political situation and, lacking z stromg policy, is
tending to appease all political factions. Unless the Government
adopts and implements a firm policy to deal with the crisis,
popular support for the Anti-Fascist League will m@zm;@wmte
and, in the absence of a widely acceptable leader, numerous
Si‘ﬂm}ﬂ feuding political gmups will develop. In such polifical
chacs, the possibility of political vendetias and coups will in-

arease ard the maintenance of law and order will become virtual-

iy impossible. The continuation of this state of affairs might
gaslly result in the establishment of a dictatorship by the strongest
party. In such a contest for power, the Burmese Communists
could @merg@ the victors. '

mﬁqﬁ
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WESTERN HEMISPEERE

Argentina’s recent refusal to participate in the Inter-
national Trade @Egamza%ma and the Iternational Wheat Agree~
ment indicztes that Peron’s declared policy of cooperation with
the US does not exiend to participation in US-sponsored inter-
nationol organizations at the possible sacrifice of current
Argentine profits. Repeated US invitations to Argenting to
cooperate in the worldwide distribution of focdstuffs through
membership in the Infernational Emergency Food Committes
also remain unaccepied, Present indications are that any
Argentine participation in international cooperative efforts
must be extracted as a quid pro guo for gains anticipated from
dollar proceeds from US purchases in Argenting for the Euro-
pean recovery program, and from US allocation of industrial
equipraent and US capital investment,

\ ;»xi«»
O , o '
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PROSPECTS FOR THE COMMITTEE OF EUROPEAN
COOPERATION

Although the current meeting of the Committee of
European Boonomic Cooperation (CERC) reflects a growing
recoznition by all 16 participating countries of the urgent
need of western Buropean economie integration, the majority
still appear reluctant to set up the strong continving CEEC
organization desired by the US: The closest approach to the US
concept is the Irench proposal, supported by Haly, for an
- orgavization with specific detailed powers and 2 strong secre-
. tariat capable of independent action., Several mations, however,

- are still reluctant to commit themselves: (1) to support an
crganization which has sufficient power to unify European
recovery efforts; or (2) to join fully in the cooperative meas-
Ures necessary f@xf-' European recovery, Despite its assertions
to the contrary, the UX in particular still does not wish a
strong CEEC, apparently preferring a weak organization in
witich final zm&hemi:y on economic cooperation remains in the

@ ‘ - hands of the individual governments. Many of the smaller
nations, like Switzerland and Sweden, tend to favor the Brit- )
ish approach, as infringing least upon their own sovereignty. .

The UK attitude, apparent in its cautious approach to
such projects as customs unions and multilateral clearing
arrangements, is based largely upeon the fact that Britain,
more than any other participating CEEC couniry, has exé’@nsive
non-Eurgpean economic and political ties, Cmasaquenﬂy,
Britain considers ils recovery to be much more dependent
upon direct US aid than on closer ecconomic integration with
western Europe, and it fears that such integration might in-
volve weakening its Commonwealth bonds. The UE, therefore,
would prefer to preserve its freedom of action mﬁheﬁ“ than
commit itself to a Stmng CEEC,

’ Umeus the e@m‘*inumg CEEC organization is made
stronger than appears likely at present, it may be unable to.
a@mew the economic integration of W@%&em Burope essential

. . .
® | |
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- to recovery. Many of the participants at the Paris Conference
have recopnized that the CEEC must develop full economie
cooperation and not confine itself to the were programming
and reviewing of US aid, Without a sivong CEEC capable of
taking an overall approach to the European recovery problem
and resolving or overriding conflicting national views, such
cooperation will be difficull to achieve., The development of
such an organization will depend in larse measure on whether
the UK alters its present basic altitude toward the CEEC,

® e
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ISSUES IN FORTHCOMING POLITICAL NEGOTIATIONS
IN INDONESIA

The principal issue in the imminent Dutch-Republican

political negotiations will be the conditions under which the

- -Republic will be admitted to the preliminary federal structure
established by the Duich in preparation for a sovereign United
States of Indonesia (USI). Eventual agreement appears probable,
though negotiations will be delicate and protracted. Once in
the organization, the Republic will work to reduce Dutch in-
fluence, : | ’

The Dutch elaim that the “Provisional ¥ ederal Govern-
“ment”’ which they created on 8 March is not the interim government
in which the Republic, under the terms of the 17 January Ren-
. ville Agreement, is to be represented but is merely its prede-
cessor. ‘The Republic, however, considers that this organiza -
tion is the interim government and that its exclusion is a
violation of the Renville Agreement. This difference of opinion
@ and Hs concomifant tension are obstacles to any progress on
' the guestion of Republican participation in a preliminary federal
structure, : '

The Dutch take the position that the Republic can be
admitted to an interim organization as soon as it has accepted
its status as a siate within the projected USI, as provided in
the Renvilie Agreement. The Dutch will seek primarily during
the forthcoming negotirtions to obtain such an acknowledgement
irom the Republic and to settle the procedures for the dissolu-
tion of such Republican atiributes of sovereignty as an independ-
ent army, foreign representation, and the conduct of its own.
international trade, o )

The Republic is bound by its signature of the Renville .
Agreement to accept the status of a state in the USL However,
the Republic believes that its authority as a state in the USI
should extend over all of Sumatra, Java, and Madura, including
those present states which have arisen in Dutch-occupied areas
on the three islands, The Republic insists that these states are

. @ -3
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undemocratic in origin, and that they developed under Dutch
military occupation in complete disregard of the real desires

of the populations of those areas, ‘The Republic will therafore
make every effort to prove, during the negotiaticns and by the
forthcoming plebiscites, that the people of the new states de-
sire to rejoin the Eepublic. The recent election of 2 Republican
official to head the new West Java state will be cited by the
Republic as proof of its contention, -

The negotiations will be delicate and complex because -
the future of the Dutch-cncouraged system of states in Sumatra,
Java, and Madura and the future of Republican influence in -
Indonesia are at stake, The Republic cannot risk the economic
strangulation and political isolation which would result from
its refusal io join an interim federal organization; it may be
expected to enter this organization, but only after exhausting
every possibility of obtaining from the Dutch favorable condi-
tigns for iks admission, The Bepublic will then devole its
efforis to reducing Dutch influence in this organization, to
expediting the formation of the USL, and to laying the founda-
tion for future Republican influence as the champion of mdo-
nesian unity and independence, : | -

-4
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IMMINENT FiNANCIAL CRISIS IN NATIONALIST CHINA

- The threat of an unprecedented financial crisis has
greatly complicated the critical military and political prob-
lems now facing the Chinese National Government. Deteri-
oration in the Government’s economic position, as measured -
by scaring commodity prices and biack market exchange
rates for foreign currencies, has accelerated at an ominous
rate since the Chinese New Year (February 10). In the en-
suing six weeks, general commodity prices have doubled, and
US dollars on the Shanghai black market have trebled in terms.
of Chinese curvency. The Government’s official holdings of
foreign exchange are bhelieved to be nearing exhaustion, With
the possible exception of an immediately implemented US aid
program, there are no economic or other factors now in evi-
dence which can l2lt this accelerated movement toward com-
plete financial collapse, . :

Bagically, the detericration in the Government’s eco-

e nomic position reflects the general lack of confidence--now
approaching panic--in the Government'’s ability to contain the
Communist military forces. Important interests in Chinese
financial circles appear to be extremely skeptical about the /
possibility that US aid can be effective. A single major mili-
tary defeat sustained by Nationalist armies may be sufficient ,
to cause 2 general refusal to accept the Chinese national doliar
as a raedium of exchange and a conseguent reversion to barter.
The chart on the opposite page shows the complete deteriora~

~tion in the foreign exchange value of the Chinese rational dollar,
which in turn indicates the extent to which confidence in the '
national currency has recently fallen.

A financial collapse will have immediate and serious
implications with respect to the National Government’s mili-
tary effort. The Government's ability to maintain its armies
in the field will be jeopardized and the possibility of a com-~
plete military and political debacle will be imminent if the
economic situation continues to deteriorate at its present rate.

) o

TOP SECRET

Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9




Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-O1617A0019000100.01-9

G - “

® | ) TOP SECRET

There is no evidence of either official Chinege deter-
mination or a2 Government plan to cops with the mounting in-
flationary pressures. The apathy with which the National
Government is viewing the approaching colizpse @f ite finam-
cial structure demonstrates how much more serious and
pressing are the military and political problems wl’mmh cur-
rently monopolize the Government’s attention.

{
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TRENDS IN BRIEF
GENERAL

Recent Sovist efforts to ogbiain title to 28 zmdaIea
Liberty ships may indicate that the USSR 4028 nob expect
hostilities in the ncar future but expects relations with the
T8 to become more strained (see page 1).

A.slep toward Intexnationalization of comumercial
afr operations may result from the propesed consolidation of
western European airlines now under consideration by France
and the UX., Under this plan, existing airlines would presum-~

- ably refain thelr nstional corporate identily, hut policy wounld
be decided by a cornfrolling board on which all participating
states would be represented. Such 2z western European air
pool presumably would not attemnpt to exciude US givlines

: from local Europezn traffic. However, US air interests
wight be adversely affected by complete internationaliza-

@ tion of civil aviation, a possibility which the UK i3 currently
considering and which France may raise at the forthcoming
Geneva Asgembly of the International Civil Aviation Organiza-
tion (ICAQ). Unless the provisions of such 2 plan are brought
into line with US interests before its submission to ICAQ, the
US may find it necessary --in order to avoid interference with

- the operation of US world-wide air routes and landing rights
at strategically important points-«to oppose 2 plan which
has strong support from mumerous UN members. Worlds

- wige acceptance of air ransport m&emm@ﬁomﬁzm‘;im 1S wi-

. likely to develop, however, except under conditions of world

 peace and s#:amht“ with an eﬁfee&nrfc UN which is able to

\ - enforce its decnsmms

It the Canacian delegation withdraws from the UN
Temporary Commission on Korea as a result of continued
opposition by the delegation to US policy on Scuth Korea, US
prestige may be seriously affected not only in Korea, but in
the Far East generally, and in the UN., The Canadian Govern-
ment (which has consistently opposed the desire of the US to

@ : -f ~
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i Canada supporis the US position in this matier, the UN

may be placed in the position of underwriting an unstable and
undemocratic government for Korea. If Canads refuses to
recogrize the Scuth Korean elections, such action--in addi-
tion to its effect as a sirong rebule to US leadership in the
Uil--would constitite an osteusible endorsement of Commu~
nist actlvity in interfering with UN elections.

hold separate South Korean elections) apparently feels that
'E:a

WESTERN EURCFE

The London Conference decision to permit participa -
tion by the wesiern sones of Germany in the Furopean re-
covery program is expected to increase materially western
Cermany s contributions o the program, Imporiant Gerisan
political leaders have warmly welcomed this projected

. participation, which includes active German representation
on the program’s administrative units and evenlual representa-
@ tion on contvol boards for the internationslization of the Rubr,
- The iniensity of this response reflecis the sirong desire of
the Germans that their country be restored to independent
national status and the hope that Germany’s cligihility for
such status may be advanced by its contributions to the re-
covery program. Consequently, the program will receive
widespread suppert in western Germany, and German parti-
cipation will serve as a sirong incentive to dowmestic industrial
oroduction. German reaction to certain points ir the London
discussions, kowever, has not been wholly favorable, Rurt
schumacher, chaizrman of the Social Democratic Party (SPD),
has expressed strong opposition to the idea of a federal gov-
ernment and to Internationalization of the Ruhr without similar
- internationaiization of other Buropean heavy industry, Schu-

‘ macher maintains that the German people should be permitied
to decide on their Jorm of government, and that they will not
allow themselves to be exploited in the Rubr as slaveg for
the rest of BEurope, Because the SPD coutrols the western
trade unions and kecause Schumacher is the leading German
opponent of Communism, the retention of Schumacher’s support
is desirable, and therefore his views cannot be disregarded,

@ | | | - -
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Sisnificant pressure may be put on the UK Government
to seek g fax urc'aﬂhmg federation of Europe by a recent nen-
@azrinaan motion in Yae House of Commoens which calls for a

“Council of Western Europe’’ with o permanent staff composed
of represeniztives from the 16 countries which make up the
Commitice for European Ecconomic Cooperation. The function
of this staff would ke to coordimate immediniely social and
defense policies, as well as economic pelicies, Thc long—raﬁge
onjective o‘f the Council would be the creation of an ““organic
federation’” of Europe which would provide for common citizen-
ship, foreign policy, defense, currency, and customs, British
public opinion apparcntly is ready for a greater degree of
European federation than is envisaged by the UK Government,
which seems hesitant, at this time, to project itself beyond
traditicnal mwrgwamnenﬁal cmpﬂmﬁiom

US-UK bhizonal authorities axe considering a reduction
of German coal exports in order to provide German industry
with 4 greater supply in conicrmity with the revised bizomal
ievel of industry., France, which receives 257 of Ruhr coal -
exports and has baced its planning for 1048 accordingly, would
react unfavorably to any reduction. Countries receiving less

coal under the export revision would be encouraged to purchase
&quwarem amounts frow the US and the UK, however, and
France’s reaction might be less vigorous after overall alioca-
ticns under the Buropean recovery plan have baen established.

The immediaste intention of the People’s Coneress in .
Berlin to form a German Government of m&nmm character, )
“to take the place of the Allied Control Council,”’ has been
declared by Cerman Communist spokesmen in- Bez"lmo The
constitution for such a government was prepared months ago.
This is the initial Soviet veply to western plans for a provisional
west German state, The degree of authority o be accorded the
new government, the extent of its claims for ! sovereignty over
Berlin, and the amcunt of overt Soviet backing it receives, will
be mdwaﬁ:mns of Sovizt intentions either to proceed aggmssive}ly
or (o match the western powers step for step.

- ifi -
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The 48-hour ‘‘warning strike’” by French coal miners
is the first in a series which the Communisis hope will prepare
the ground for an all-cut atterpt to wreck French economy during
April or May, or before the European recovery program becomes
effective. As a result of iessons learned during the unsuccessful
strikes of Noveiber 19247, the ("ommumsts will employ dis- .-
guised tactics, inclading scati‘ere' ““non -political’’ strikes, and
exploitation of exisling local grievances, Such strikes, even
if of short duration, could retard overall French economic ré-
covery only enocugh to prevent foreign aid from alleviating real

hardship. This strategy will allow the Communists to test and

improve the organization of their Genecral Confederation of Labor
which is at present recovering from the seé:oae‘k received at the

‘hands of the I‘orce Ouvriere, - .

| There is increasing danger of a Communist attempt to
seize power in Yialy either by subversion of key Government ser-
vices or through armed revolt with outside aid, As varicus US
efforts to boister the De Gasperi Government in the 18 April
national elections become effective and correspondingly decrease
Communist prospects for success, Communist resort to viclence
before the elections becomes more likely, ¥ the Communists
believe they will win a plurality in the elections or will obiain
enough votes to warrant a demand for their participation in the
government, they will probably not resort to force, at least
until after the elections. I they fail to win power m. are pre-
vented from participating in the government, the Communists

- can be expected to launch an insurrection with Yugoslav Commun ~
ist assastance (short of overt military action) or at least to set

up a Pegple’s Government in North Kaly., The Communists are
believed capable of creating such a puppet government, and the
talian Government would probably require foreign aid to regam

. complete control of the area,

To prevent Dutch unemplovment and serious curmﬂment

of economic activity, the Netherlands Government is exhausting

its last remaining dollar rescurces by forced liguidation of
Dutch-held US assets, Although the Netherlands may thus be

..,iv_..
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abie to forestall cconomic collapse uatil 1 July 1948, any

delay in dollar aid after that date will have serious econcmic
and psychological consequences. : '

The firm Swiss attitude tovard Soviet demands for

special concessions in the current Swiss-Soviet trade nego-~

: tiations (indicative of an increasing Swiss reluctance to form
close economic ties with the east) and the severe public criti-
cism in Switzerlard of the Czechoslovak coup make the ex-
tension of Swiss credit to the USSR very unlikely at this time,
Polidcally oriented to the west, Switzerland has recently
shown a considerable disposition to strengthen its western :
military and econcmic ties within the limits of Swiss neutrality.

- Ehe Wesiern Byronean uniop can become an effective

force in European affairs only by the practical integration
- - and strengthening of the military establishments and econo- ‘
mies of the Eurgpean nations which recently signed the 50-year ’
@ + *western unicn’’ pact. Thc present military and economic ‘

weaknesses of the participating powers reduce the pact to
little move than a gesture for the time being. The 2greement
ooligates each signatory nation to render military and general
assistance fc each other (in event of armed attack in Europe)
with the general objectives of: (1) preserving western Euro~
pean democratic institutions; (2} providing a common defense
against aggression; (3) furthering mutual economic recovery;
and (4) strengihening economie, sccial, and cultural ties be-
tween the member couniries. Supplementing specific obliga-
tions to each other in event of attack in Europe, each member
is empowered to convene the permanent consultative council
to decide upon joint defensive action in cases of aggression
or threats of aggression in non-European areas, This same
permanent council will deal with matters of economic eo-
operation. Cther states may join the union by consent of all
the members. : ‘ o

e -
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ZASTERN EUROPE

‘The Soviet Union’s sirong stand in support of the UN
Palestine partition plan probably indicates that the USSR
intends to exploit all propaganda possibilities in the Palestine
issue by assuming the role of the faiihful executor of UNW policy
and by posing a8 the irue friend of the Jews. In the hope of
concentrating unfavorable world atiention upor the US for re-
treating on this issue, the USSH will probably continue this
Line of action as far as possible without risking permanent
alienation of the Arab world. This support of the Jews is in
line with a fized Soviet policy of exploiting minority grievances
in 211 parts of the world, * '

Hormal Soviet troop movements prior to annual spring
maneuvers in Germany and easiern purope, piue the recently-
armounced ‘‘8ih phase’” of demabilization of the Soviet army,
are considered to be the basis for reports tha? the USSR is

@ Tuilding up its armed forces in these areas, There appears

-~ o be no foundation for current speculation that the USSR is
adding to it armed strength in eastern and central Europe.

FAR BAST

Opposition to Japanese Premier Ashide’s coalition
government has been considerably strengthoncd DY the recent
formation of the Democratic-Liberal Party through the merger.

- of dissident Diet factions with the conservative Liberals. This

T onew group, claiming 152 of 468 seats in the lower hovse, be-
comes the plorality party and adds considerable strength to
ex-Premier Yoshida's bid for power when the present coali-
tion Cabinet falis, : : '

L prgsible French reduest for 1S or UN mediation of
the Freach-Vietnamese deadlock has recently been considered
by both anti-Viet Minh nationalists and liberal i'rench officials -
in Indockina. The probability of such a step will increase if
the current negotiations between High Commissioner Bollaert

®
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and former Annsmiie Tmperor Bao Dai 21l o result in
agreement, The nconclusive French fall military offensive,
as well ag Bac Nei’s insistence upon Vietnamese diplomatic
representation and conirol of the army, finance, and customs,
has widened the gulf Detween the Viethamese and the French,
Although the ultivnte decision regarding a request for US
mediation rests with the Freach Government, it is becoming -
increasingly apparent that discouraged French officials in
Indoching would welcome intervaniion as a face-saving solution.
Serious labor unrest in the Fhilippines is expected as -
a resull of activities nspired largely by the lefiist Congress.

- of Labor Organizations (CLO), the most active and politically
consclous of FPhilippine labor organizations, During the past
month the siiuation has been agrravated by: (1) the Govern-
ment’s refusal to negotinte with and s subseguent lock-out
of striking employess of & government corporation; (2) the

@ - Government's failure to apprehend he murderers of a

_ prominent CLO official; and (8) Pregident Roxas’ cutlawing
‘ - of the dissident Yukbalahap and ite political affiliate, the
Wational Peasants Union, with both of which several CLO
leagers ave associzted. The CLO has threatened to precioi-
tate strikes against 2il government-owned corporations,

The L2bor Governmeats in New Zealand and Abstralia
appear to be seriously threatdned by opposition demwands that
Communist activities be outlawed. Although the Australian
Labor Covernment is maintaining that it has oo intention of

' banning any political philosophy, it is expected to review its
stand on this icsue at a 6 April meeting of the Labor Party
caucus., In New Zealand, the Prime Minister has rejected
a suggestion of the opposition leader that Parliament be called
to discuss New Zealand’s Communist menace, but he has re-
called the ministers of Works and Finance from overseas for
party discussions of difficelties with militant Izbor elements,

. v
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. WESTERN HEMISPHERE

&pnroval at the Bogota Conference of the “‘organic
nact”’ for sirengthening the nter ~American system will
probably reguire that some concessions be made ioc the

arger Latin American countries (see page 3).

The continuailion of civil discrder and violence in
Co ta Rica reduces the possibility of resolving the country’s
polmcal impasse. ideological ties are not the basis for the -.
rapidly developing interference of the neighboring republics, .
_ On the contrary, General Somoza has admitted sending
. former merabers of the Nmarag*nma National Guard to support
the Costa Rican Government’s forces which inciude members
of the Communistic Vanguardia Popular; and there is evidence
that the Guatemalan Government, which includes both lefiists
and Communists, is lending assnstame to the conservative
@ - oppositionists, Both contending factions in Costa Rica are
' seeking support in Panama and Honduras, The peaceful re-
latnons of the Central American republics will be further
jeopardized in the absence either of a compromise solution
or of successiul cutside mediation. :

Plans for inter-American cooperation to increase
petrolenm proquctinn suffered o sethack duripg the past week
with the addition of Sanches Cuen, well-known opponent of US
oil operators, to the Mexican delegation to the dogota con~
terence. Cuen has prcbabw been se.l;ec&ed to defend oil expro-
priations by Mexico and {0 justify Mexico’s failure to produce
more oil by 2ileging cssential materials and equipment could
not be obtained in the US. Cuen may launch 2 geneval attack
upon the US by repeating charges that US administration
oificials, in delivering oil production equipment, kave dis-
wnmmav.ed against Mexico in favor of Saudi Arama, I pressed,
these charges by Cuen could aiso seriously impede negotiation
in process between US oil operators and the Mexican oil
authority pointed toward eventual re-admission of US oil
companies into Mexice.

@ - . . ;vﬁ.ﬂin
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| SOVIET EFFORTS TO BUY LEND-LEASE SHIPS

The recent offer by the USSR to pay for 28 lend-
lease, dry cargo vessels immediately provides some indica-
. tion of Soviet expectations regarding future US-USSR rela-
| tions and suggests that, although the USSR does not anticipate
open hostilities in the near future, it expects relations with
~the US fo bzcome increasingly strained, re@ultmg in extrame
economic measures,

The Soviet cffer to bay these shapg was made 'sh ”f;.?;y
~ before the extension of the Ship 8ales Act at the end of Feb-
'mary., Apparendy prompted by fear that this legislation
oculd preciude Soviet purchase of the vessels, the USSR
a&em@w@ to make down payment for the Liberty ships in
its possession on terms previously stipulated by the US.
E‘oﬂwfing the refusal of the US to accept payment for the
vessels except as a part of an overall lend~lease settiement,
P negotiations were resumed covering 211 phases of the lend-
@ - lease probiem and the USSR was given renewed assurance
of US intentions to permil Soviet acquisition of the vessels,

The USSR has a continuing use for Liberty ships in
its long-haui bulk services, such ag transport from the Black
Sea to Soviet Pacific ’a@rts, and movements between the Black

- and Baltic Seas, The Liberty ships are the largest and most
modern cargo vessels in the Soviet merchant marine and can
be used as replacements for smailer and older shﬁpm Even \

- if the US vessels were not needed now for @.@mesﬁm Scgviet -
uses, they could e chartered in regular commercial service ’
to creaf.e doliar exchange if the USSR obtained clear title. 4t
present, the US car object E:a such 3 use under the mmvz@i‘ms
of lend-lease,

‘There is little chance that @ae ‘@SSR could replace ﬁh@
lend-lcase tomnage from either domestic or foreign scurces,
Soviet shipyards are largely engaged in building naval vessels

~and in any case are probably vncapa@ie of rapidly constructing
vessels of the size and type of Liberty ships. Moreover, with

e v
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the generzl tightnegs of European shipping resulting from
the impleraentation of the Eurcpearn vecovery program unless
US war-boilt vessels are made available, the USSR probably

- eannot purchase or charter eguivalant tonnage clsewhere,

Uuless the Soviet offer to pay for the vessels vas a

deliberate attempt to chscure intentions, it would seem o
ingdicate tiat the USSR does not anticipate open hostilities
in the near future but definitely foresees further deteriora-
tion in US -Soviet relations, I the USSR expects actual con-~
ilict, there would be no incentive to obiain clear title to the
ships beczuse in time of war the US would take direct mili-~
tary acticn against the vessels regardiess of their legal
status, Short of war, however, it is important for the USSR
te have unguestioned claim to the ships if the Kremlin fore-
sees inercasingly strained US relations because the vessels
are the only items of lend-lease equipment which operate
outside the Sovizt orbit and therefore counld be seized or

e . interned by the US. Rather than risk such action, the USSR

: apparently hoped to obtain clear title through an offer o pay
for the vessels, [Furthermore, if the USSR could have bought
the 38 ships, the Kremlin would then have felt litile or no
compulsicn to negotiate an overall lend-lease settlement,
even if technically normal relations with the US were fo
continue, | . : -

-2 -
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PROSPECTS FOR STRENGTHENING THE INTER~-AMERICAN
SYSTEM AT THE BOGOTA CONFERENCE

The most important question facing the Ninth Inter-
national Conference of American States, scheduled to open
ir. Bogota, Colombia, on 30 March, appears to be that of
presenting the projected strengthening of the inter-American
system in such terms as to win the support of the larger
Latin countries. The proposed “‘crganic pact’’ includes
provisions (foreshadowed by resolutions of the Mexico City
conference in 1945 and in large part included in the Rio
Treaty signed in September 194%) that greatly strensthen
the Governing Board of the ™an American Union by granting
the board, among other powers, authority: (1) to act as the
‘provisional organ of consultation in determining measures
to be taken for pactfic setilement of disputes; and (2) to
supervise other inter-American organizations. '

- Atiitudes toward the proposed “‘organic pact’’ will
Q be influenced by the relative power position of the several
- countries and the consequent degree to which the projected
inter-American organization could restrict the freedom of
action of the individual states. The military weakness of
the smaller Latin American states permits them little
freedom of action in any event; these small republics there-
fore are little concerned by a possible further restriction '
through the establishment of an inter-American agency.
Moreover, as the Latin Americans themselves recognize,
the US (which is considerably more powerful than all the
other republics together) cannot be compelled to yicld to
the power of the group,and it can and will, under conditions
of extreme necessity, disregard the Pan-American organiza-
tion completely. »

But with the larger and stronger Latin countries--
Brazil, Argentina, Mexico, and possibly Chile and Peru--
the case is quite different. Their freedom of action with
respect to their neighbors is considerable, if there is no
inter-American organization to enforce their compliance;

® 8-
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Om. the @ther hand, the organization 25 2 whole would have
sufficient power readily to coerce any one of them. Thus,
the smealler Latin countries and the US have much to gain
and little to lose from a strong inter-American organiza-
tion which is authorized to use compulsion. The B.mgeh
Latin states, however, find themselves in the position of
having to weigh carefully the value of the system to them
against the loss of liberty of action inevitable in the
strengthening of the system. :

Conseguently, Argeating apparently plans to fight
strongly against those articles in the organic pack M@aﬁ in-
crease the power of the Governing Board., Argentina’s
opnosition may be attributed in part to pigue af the defeaf
of its representstive for the chairmans ship of the Governing
Board last fall, but it probably stems also from more basic
considerations bearing on loss of freedom of action.
Mexico has served formal notice fh ite dene tion ot

- Bogota will object to the extensive ‘‘political” powers given
| e the Goverring Board of the Union. Similar cbjections may

' be brought forward by one or more of the other larger and
more important Latin countries.

X the nations appmvmg a pact at Bogota are to in- _
clude those countries most capable of supporting the US .
(unanimity is not required by the conference regulations, '
but it is of course desirable for its impact on both d@m@s ic
and world opinion), 21l the American nations must be as-
sured that the benefits to them will cutweigh the costs. The
US and the smaller countries are already so convinced; it
is likely that some concessions may have to be made to the
larger Latin countries before they conclude their interests
are Seweﬂ ﬁ@u&ﬂy as welﬁ

Y
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TRENDS IN BRIEF
GENERAL

- BPrgeress toward the forynation of a five-nation
fthe TR, Franee, Belpium, Netherlands, and Luzembourg) ‘ .
western furopezn union hoo been consﬂsrably accelerated .
by the Communist coup in Czechoslovakia and by the Soviet
"pquest for o military agreement with Finland. The resolu-
tica of the remaining difficulties confronting the Brussels
cenfersnce will probably be accomplished without extended
delay. The propeosed five-nstion pact, which will constitute
a regional arrangement under the UN charter, refilects a
growing tendency among UN mermbers to conclude virtual
regicnal ailiances in an effort to ocbizin a partial substitule
. for the internaticnzl security which they had houned to find
in the UY. Because the five powers recognize that the
effectivencss of the proposed pact as a dsterrent to Soviet
aggression rests on the degree of US backing obtsined,
Q their action in undertalking to establish a western European
union actually represents a bid for US support.

A prepesal that Moscow serve as a central clearing
house for castern European trade, now being discussed by
Soviet and Satellite officizls, pmvﬁdes further evidence that
strictly hilateral trade is not a satisfactory solution for
economic problems within the Soviet orbit. Such a central
clearing house arrangement at Moscow would be an eco-
nomically sound move toward facilitating trade among the
countries concerned. While designed ostensibly for handling
settlement of debit and credit balamces resulting from trade
and financial transactions, such a clearing house would also
provide the USSR with: (1) more complete control of trade
between Satellite countries and between them and the USSR;
(2) more effective utilization of resources within the Soviet
area; (3) Fescz depvndence upon non-Soviel counfries.
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o tnformsl dige ussion of the possibility that Tk r"m
application for UN membership may be E@rmgh& before il
Security Council by one of the western powers prior (o a?w
elections in April, may eventually confront the USSR with
an embarrassing decision. A third Soviet veto of the
ftalian application would undoubtedly bring some political
benefit to the anti-Communists in Kaly., Moreover, even if

the USSR endorsed the application, thereby enabling the
Security Council to m favorably upon it, @;J:ze major credit
- in the opinion of the Ttalian people would p?’@k“&my 2o to
/ the nation which awam brogght the qmes;z,@n before e.’ﬁ@
Security Council. . .

use h@ Rome meeting of the #@rﬁ

3 Z Ay
Federation of Trade E}nmms Executive Committee as an
occasion (¢ SPORSOr (€S CWhA recovery progralt in onposi-
tion to the Buropean recovery program. Such 2 move would
be designed both to counter the attempts of the WFTU west-
ern bioe @.@ set up & separate organization of trade unions

1d endorse the Mar%’m proposals and to hold in
~Cormnunist minority in the falian labor move-
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The lack of Ge man transportation is sermmly PR
recovery in western Germany (Jespite record hard
ma}"i T" .c\ metion in the Ruhr) and threatens to limit greatly
Germany’s vital participation in the European recovery
pmgmzzm‘ This transportation bottleneck is caused by:
{1} inadeguate railroad equipment; (2} failure to utilize fully
the Dut Em and Belgian ports and m&am waterways which _
normall y carey heavy traffic; (3) insufficient construction of
new railroad equipment; and {4) the long delay in establishing
an effective freight-car exchange system.

Delay in cur zfenc:v reform is seriously hampering
recovery of western CGermany by preventing considerabie
stocks of go )ods and raw materials from reaching mg;w icultural
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and industrial markets because the present mark is considered
almost worthless. Soviet officials, who use this currency for
black market operations, possess large stocks of marks and
can print more. They are using them to drain goods from the
Western Zones and to finance the Communist Party there at
littie expense to the USSR. The USSR desires to continue
this situation and has, therefore, consistentiy blocked efforte
at quadripartite currency reform in the conirol council. Such
reform in the US /UK Zone would cause a violent Soviet pro-
test and charges that termination of quadripartite currency
removes one of the few remaining reasons for a four-power
government in Berlin. Without some reform, recovery of
western Germany is impossible.
| The French anti-Communist Force Quvriere is losing
coal miner adherents to the Communist General Confedera-
tion of Lebor because of lack of funds, eguipment, and
experienced organizers. Although a general coal strike swould
. ' probably be successful if called now, the Communists have
@ refrained from such action because they apparently believe
that a coal strike should come 25 part of 2 nation-wide labor
movement, for which neither external nor internal comditions
are yet propitious. :

The final 36-vote margin obtained by Premier Schuman
in the French Assembly’'s 7 March vote on the Government s
tax policy represents an unexpected last-minute strengthening
of the Schuman majority and, although technically not a vote
of confidence, appears to have assured the continuance of
the Government for at least the nest few weeks. Both the
Gaullists and the Communists now apoear to be deferring
any direct attempt to unseat the Government in the beljef
that further economic deterioration will cause the Govern-~
ment’s program to fail and destroy the remaining popular
confidence in Schuman’s Cabinet, :

- 1i =
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_ Spanish Communist leaders who remain in southern
France will probably remove their headguarters to Yuge-

- slavia if the French Government carries out its plan to curb
their activities. In that svent, these leaders can be expected
te set up, with the guerrillas of the Spanish Levant who E;mfe
heen operating for some years in mounfaincus areas inland
from the port of Valencia, a new line of communication ';7‘1&
northern ”éa,ily and the Eaﬂeuma Islands. Spanish Communisis-
in-exile have Deen seeking increased ait for these guerrilias.,
I the Spanish Communist directorate moves to Yugosiavia,
guarrilia aﬂtnvities in Spam may grow in strategic signifi-
canee, / '

BASTERN BEURODE

""‘@ni‘;m* of the Crechosliovak ajrline, CEA, provides

the USSE with an instrument for penety aii:mg;, the western .

Sowvi e‘L methods of increasing Communist control of
Finland are not expected to be as drastic as those employed
for the subjusation of the eastern European Satellites because
the Ereralin probably doss not desire to consolidate opposi-
tion amaong the Scandinavian countries at this time. The
forthecoming Moscow negotiations for a Finnish-Soviet mutual
assistance pact will therefore be accompanied by compromises
on oth sides. The USSR may insist, however, om: {1) Soviet
responsibility for the defense of northern Finland in time
of war; {2) Soviel bases on the Guif of Bothnia similar to
the Porkisala enclave on the Gulf of Finland; and (3) joint .
wmilitarization of the Aaland Islands. A\ﬁth@ugh Finland may
be able to retain a semblance of free democratic govemmenﬁ
and control of its intermal affairs, the Finns will be unable
to avoid making military commitinents which will satisfy
Soviet demnands for increased security against an attack
irom the west. : '

@ hnmwm@m and the Near East (see page 1).

Soviet jamming of the ‘‘Voice of America” Russian-
- languwage programs being beamed to listeners in the Far ,
Hast apparently indicates Soviet willingness to risk unfavorable

@ ' -V -
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ceactions in thz internztional community, or possible retaliatory
setion by the U2, in order to maintain the isclation of Russian-
?')Cc)dﬂc pecplas in the Far Dast area. Although such jamming

Acamtravme internutional radio agreements signed and ratified

Ty the UZ and the USSR in 1932 and revised in 1338, vossible
aiplomatic protests were prebably discounted in advance by

the ¥rexndin in authoriving cuch action. US retaliatory measures

would represent a considerable financial outlay for jamming

equipmaent, with little positive gain, and would at the same

time deny to'the US the us2 of the Soviet transmissions as

Fources rf inteliigence.

NEAR BAST-AFIRIZA

Effactive Jecvrity Couvncil action on Talestine prior
to 15 May, when the British manda.te will terminate, appears
. - iacreachgly un‘ikely in view of the sharp disagreement
between tire UF and the USSR. Th‘-‘ USSR insists that the
consultations now In progress between the US, the USSR,
. France, and China be restricted to possible methods of im-
‘plementing partition. On the other hand, the US, still hoping
to effect Arab-~Jewish conciliation (which would require a
broader basis of discussion), is attempting to persuade Arab
Palestinian represantatives to participate in the discussions.
If the Security Council fails to take effective action before
15 May, Arab-Jewish strife can be expected to develop into
full-seale civil war.

Current Communist plans for Greece appear to call
for a gradual increase in Satellite aid to Markos to a point
just short of formal recognition. Semi-official support of
‘Markos is being given in the Satellite countries through
measures such as enforced worker contributions, which
are then converted into goods for shipment to the guerrillas.
Markos has clezred the way for participation of Satellite
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persemex«. in the Gy eeh fighting by annowncing that h@ vrilk
aceept “volunisers.’”’ Meanwhile, the Belgrade official
radio has anticipated Greek protests agsinst guerrilla use

of fo.ffﬂiga personnel by accusing the Greek Army of raiding
Albania uo seize Aﬂmwn ans.

Although LE e appointment of a new Sovz.et ambassador
to Tmi&ey {whose predecessor has been absant from his

- nost sinee 1946) has caused speculation that the USSR may

be trying to allay Turkish suspicions by a display of friend-
liness, it appears more likely that the USSR is merely

: :fegzaﬁ@ﬁmma its diplomatic relations with Turkey with a
view toward making whatever representations the developing

international situation may demand. The Turks, however,
are well aware of the true nature of ‘Sovsst pelicy vis-a-vis
Turkey and will continue to resist whatever Soviet demands
they regard as unjust.

N | I3
a»m@‘w operations in the Chinese aﬁwl vaz, rmave .,
reached 3 general kuil mmmvmg thie recent conciusion of
the Communist winter offensive in Manchuria, Only local
operations are expected in that area during the several

. Wweeks necesgary for the Commeunist forces to regroup and

y

resupply (see page 3).

.M aﬂz’cd cietom.@xfaim@ m the financial sitvaltion cf

- Natiomalist China has occurred in the r mﬁ’z few wex wec,ks despite

the lull in Communist military activity and a fwarab @ re-
action to US discussion of aid to China. A growing lack of
confidence in the National Government is indicated by 2 200%
advance in prices and 2 30% depreciation in the foreign ex-
uhmgc value of the Chinese nationai dollar since mid-
February. The financial situation has become 20 precarious

"
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that 2 serious military setback, such as the fall of Mulden,
might result in 2 general refusal to use the Chinese national
ciollar 2s & mediuwm of esichange, and this, in turn, would
seriously impair the Goverament’s ability to keep an army
in the ficld.

The Government of Burma is faced with two increas-
‘ngly serious separatist movements. The Karen National
tnion, representing a section of the Karen population, the
: : largest indigenous minority in Burma, is demanding the
. formation of an independent sovereign Karen state and has
1 threatened to establish a parallel government if its claims
are ignored. The Burma Communist Party has begun agpres-
sively to exploit the Government’s difficulties with the Karens.
The Communists have issued a directive ordering the estab-
kishment. of paraliel administrations in four districts of
central Burmsa and the institution there of a Communist pro-
: gram of nationalization of private concerns, forcible cccupa-
tion of lands, and non-payment of rente and taxes. Although
@ beth the Karens and the Communists are relatively well armed,
revolt by eicher group could lead to a general insurrection
which might prove beyond the capability of Burma’s armed
forces to control. If the government is successful in meeting,
even temporarily, Karen demands and reducing internal friction
within the Government, the Communist situation may be brought
under control. ’ '

The Japanese coalition Cabinet, formed on © March by
Yremier-clect Ashida, is composed of the same parties that
formed the previous cabinet, and therefore inherits the basie
wealknesses of its predecessor. The Socialist representation,
however, includes for the first time left-wing members (who
hold two of the portfolios), and this new representation will .
provide an additional source of friction. The new cabinef,
moreover, faces an emiarged and strengthened opposition.
‘When the Socialist Party’s left wing (whose complete support
has not been won despite cabinet representation finds it advan-
tageous to cooperate with the opposition, the new cabinet will

| - vii -
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fall. m any event, the mahiuy of th@ G@vemm@nt‘ to solve

Jepan’s present ecmomzc problems will probably cause the
Cabinet to fall within the next three or four months. {

The gwea"glv sirenowem@d m*egi*me of the Indcnesian

' Republic, augmented by fts recent success in procuring the
aeﬂecﬁ'«m; of a Republican leader as head of the new state of
Dagundan in West Java, increases the possibilily that the
populations of Dutch-oceupied East and West Java may vote
to joim the Republic in future plebiscites, Such a vote would
enlarge the area of the Republic to include the emtire island
of Java a2nd might alzo give the Republic greatly incréassd
influence in the affairs of the pmyec@:ed United States @ﬁ
Indonesia. :

Consolidated opposition in the Philinnine Congress

may result from President Roxas’ § Mareh declaration cut-
lawing the ci{issidem: Hukbalahap and the National Peasants

@ Uniom. Roxas’ declaration, which was neither an exccutive
nor an ad m_mofram'e grder but an extension of previous
statements of policy, has precipitated heated controversy im
the Di‘mhppmea Favorable and unfavorable reactions to the
Roxas’ declaration have been so infense that its implementa-
tion will probably be delayed until its legal status can be
clearly determined either by legislative action or judicial
interpretation.

WESTERN Ltﬁ,.MIST‘?{ERF

Mth@uaﬁn the UK has remsained adamant with regard
to Argentine and Chilean claims in that part of Antarctica
which it considers British, Foreign Secretary Bevin may be
preparing to seek a compromise. Bevin would be maotivated
in this action by the desire of the UX to disentangle itself
from inter-American affairs and to avoid damaging US-UK |
relations. Indications are that the UK may be willing {0
recognize certain Argentine and Chilean claims, if these \

o - vif} -
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countries first recogmvo Eritish * ‘rights’’ in those parts of
the Falkland Islands Derendencies to which the UK is con-
vinced it has an vnchallengzable legal title. The UK also
seems willing to consider the possibility of some form of
international control or condominium, as suggested by the
US, once British prestige, commercial, and strategic
interests have been protected. The question of the strategic
Falliland Islands, which the UK intends to retain, would be
zept separate from negctiations on the general Antarctxe'
issue. Conclliatory mcves by the UK will be cautious, how-
ever, because the Conservative opposition in ”arliamem is
alert to make an issue of any “liquidation of Empire’ or of
any demonstrations of weakness cha,rgeable to *he Attiee
Government.

N | ~ TOP SECRET
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SO’WE“E‘ EXPLOITATION OF CZECHOSLOVAK AIRLINE

© The Comzunist coup in Czechoslovakia has presented
the USSR with the opportunity to exploit the Czechoslovak air-
© line (CSA) as a means of penetrating the western hemisphere
and the Near East. Such expleitation can be accomplished -
only with difficulty, however, principally because the present
- CSA personnel is predominantly anti-Communist and because
- some non-Communist countries will undoubtedly be reluctant
to gram landing rights to 2 Soviet-dominated airline.

‘ In its handling of Rumanian, Fungan'm, o;ﬂd Yugoslav
airlines, the USSR has meintained effective control but has
consistently failed to furnish waterial assistance. These | .
airlines are under-equipped and have only obsolescent, pooriy-
maintained ajreraft, The USSR has evidently not desired, for
strategic reasons, to permit the use of ils aviation rescurces

@ outside the Soviet Union. Morcover, the USSR has probably
felt that these Sateliite airiines were not suitable for active
evpansion because they lack the experience necessary to

. conguct efifcient international air opemtiomm
Czechoslovakia, on t:he other hand, has had considerabie
experience in international air ogeratzons. Czechoslovakia is
a member of the International Civil Aviation Organization and
has fully reciprocal air agreements with the US, the UX, Bire,
Sweden, Denmark, Turkey, and Transjordan. Also, the Czecho-
slovak Govemgment has interim air agreements with Switzerland,
Egypt, and Irag, and intra-Satellite arrangements with Poland,
Hungary, Yugoslavia, and Rumania. Czechoslovak experience
in infermational air trzmuport as well as the scope of the
-Czechoslovalk atr agreements, makes CSA an especmlﬂy aﬁ:ﬁmc-
tive msizmmem for Soviet penetration.

The USSR will, however, emcnun&em such immediate
difficuities in exploif‘mg CS4, as: (1) the political unreliability,
from the Soviet point of view, of present CSA personnel; and
(2) the tnability of CSA to acquire efficient four-engine, long-
range aircrait from the US or other countries. Even thngh
the USSR already has in production a four-engine transport

e -
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closely resembling the B-29 and capable of long~range opera-
tions with large pavloads, it does nat appear likely that the
Soviet Union wiil make these airplanes available to CSA in
the near futurz. Finally, many couniries will céertainly resist
the implementation of expansionist plans by a Satellite airxline.

The interests of the US would be affected both favorably
and adversely by the expansion of Czechoslovak air transport.
Improved alr communications in Burope may encourage slightly
the trade relations between eastern and western Europe and
possibly aid thereby the economies of the countries whose
well-being is the cbjective of the European recovery program.
On the whole, however, the strategic interests of the US would
e adversely afiected by a Soviet-controlled Czechoslovak
airline with landing rights at air bases throughout the world
and with consequent epportunities for covert activities of

- railitary significance.

9. \
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CURBENT MILITARY STTUATION IN CHINA

With the conclusion of the Conmmunist winier offensive
in Manchuria, a general Inll has come in the Chinese civil war.
The last offensive, which lasted “rom mid-December (o early
March, was the longest the Communists have yet sustained and
resulied in svbstantial Communist successes., In iis course,
Communist forces increased the economic isolation of Mukden
by occupying the important rail centers of Hsinlitun and
Linoyang, the iron and steel center of Anshan, and the port
of Vingkou. The Communists are also behewd to have annibi-
lated seven to ten Nationalist divisions.

During the coming several weeks, the Communists will
be engaged primarily in regrouping and resupplying. Until this
| process is completed, they probably will not undertake offensive
| operations in Manchuria, except on 2 local scale. During this
pericd, the Nationalists may be able to reoccupy all p@m& along
o the Feiping-Mukden railway and to recaplure some of the cities
| @ recently taken by the Communists on the periphery of the
i Mukden defense ring, However, because of Communist destrie-
- tion, the Wationalists will not be able to operate the railway in
the near future because it has been so severely damaged by the
| Communists, Moreover, the Nationalist position may not be
- 4 improved by the recccupation of these cities, because the
R _necessary garrisons probably would have to be drawn largely
- from troops now defending Mukden. (The Nationslists lack a
| reservoir of trained mampower from which they can'draw rein-
| forcements for Manchuria,) These garriscons would be vuinerable
- ' to encirclement and piecemeal dmsifm@&wn in a major Coramu-
| nist offensive several weeks hence.

; - Despite the ever -wealczenimg position of the Matiomalists
_ in Manchuria, Nationalist alr strength and fire power have thus
far deterred the Communists frem undertaking all-out assaulés
mm strongly »drfended points such as Mukden. Future Commu-
' ist offensives in Manchuria will probably continue io follow
s:he pattern of @mmﬂemen& and pizscemeal annihilation of isclated
t

e | -3 .
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Nationalist units, and the destruction of railways, The Commu-~
nists will probably not make a full dress attempt to capture .
Mukden unicss they become coavineed that the military potential

of the National Goverament will be increased by US aid,

Although the Communists are generaily inactive at
present elsewhere in China, they are threatening their old
capital, Yenan, which was cantured by the Nationalists almost
a year ago., Advance Communist units in central China under

- the command of Liuz Po-Cheng have dispersed into small groups
throughout the countryside and are now being resupplied from
Communist base areas farither north. Following this resupply-
ing operation, Liti will be able to re-form his columns and em-
bark on further campaigns., One very likely objective will be
a crossing of the Yangtze River in force to drive into the rich

- provinces o the south, a drive which the Nationalists are not
presently prepared to oppose successfully,

. |

e
v »
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TREEFWDS IN BRIEF
GENERAL
The whole wmumm&w@n nroblem camcc;eﬁ Wﬂﬁh ﬁ,he
*”Smmpe N PECOVery program is one of the basic questions
whtich the Co mmmee f@f Puropean Feonomic Cooperation
may have to face al the 15 March meeting in Paris (see
vage 1). | ‘

The vrgent desive :»? the J;sé:?‘?’& to prevent the with-
drawal of the CIO and the British Trades Union Congress
{TUC) from the World ¥ e&evaaz@n of Trade Unions ({WFTU)Q .

and to block the formation of a new trade union int ternational,

: Ecaeuame evident at o recent meeting in Moscow between Bemd@m
of the € K‘ and the Soviet All Union Central Council of Trade
Unions, Soviet labor leaders assured the CIO representatives

_ of their wzﬂmgm% to permit prompt discussion of the Furo
@ ' Bean recovery program in the WFTU executive committes
and to support the :v:igﬁ**&: of national iabor organizations within

-WETU to adopt their own policies with regard to participation
in the program, Su@b Soviet assurances emphasize the maneu-
vers of bmﬁn Communist and non-Communist labor factions to
shift responsibility for any futare split in the WETU.,

The UE, France, and the Benelux countries have
ama@*emﬁ.y accepted *:h@ U view that four -power agreement
on the future of Cermany is unlikely and that the économy of
wester n Germany must be integrated into any cffective Furo-
pean ﬁ*e@mfe“ry Drogranm, B@@Lsmm made ai the London Con-

 ference on Cermany indicate that a trizonal constituiional
convention may be convened later for the purnose of form ring

a provisional western German government capable of p"*@vzdﬁ*w
effecti

tive cooperation,
WES ’m:m. EURODE o
Alihough the British Communists hope o c@mxf‘abme to

the defeat of the Buropean recovery program by ipciting indus-
crial unrest over the UK @mremmem 8 wage stabllization pelicy,
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ro gravo amenzt of labor trouble ic expocted in the next few
months, Turing Gieir recent onnun’l cc eronee in Lond
the Comrzinicts: (1) ilally ovposed the vevernmem S v,eage
freeze, conditisnally approved by tho to trade union echeion
o8 2 NOCesEnry m-ev“ﬂ%zoﬁ measure; and {2) urged labor
20t 26 “ateast 1 "mss ‘vely “he adveroo Ceeisions of. wage arbi-
tration ‘»’wx':".s, pram.mmg full Comrwnist cupport for unions
waick oivilio onnohalf of their ciala g, 2y sach tactics the
Comumaralsts may be capable of 590‘.’1.3‘ wrzing the Lizh preduc-~
tion pocls cot for cortain industries beeause the wage freeze,
inevitclly mpo“*ﬂar among the ranis of isbor, aypears (o L‘se
an 2Rl fuore,  Fowever, even though Com”nmnst in-
i e *.* 173 o aoveral zz:mh“'tam: vnions, it nas been
cama ig,r within crganized labor mmo- the past
yanras 4 reavit o7 Soviet intranaigence and a Iabm Party -
TOC cabi-Cowmmrin 1at carmrugm Tre yank and file of British
labor io geueraily logal to the UK Cc varnment,

[

e

pl I .-1 3
8 5.1 -.Jl.-._.‘_
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@ ' CThe recanlly aumounced f%% cut in the UK armed
' forces acheuﬂed Tor e fiscal year heginning April 1948,

y re”lecis Britain's p"ecsmrr nzed to reduce expendituves as 'd
to return mannower o industry even at 2 time when the UK
regards the international s tuatmn as grave. The military
budget is also being reduczd some $828 miilion bslow 1847°s

- $3,598 million, By 1 April 1949, the army will have been
reducod 3y 82% (from 527,600 to 345,000) and the air force

- by approximately 149 {from 263,000 to 22G,000). The navy,
which madae a drastic reduction éurmg e present year, will
be reduced onty from 147,000 to 145,000. The military re-
search and dovelopament program is ?oem;r shielded from
gerious retrenchmeent, however, and it is probable that the
recenily -ennounced reductions are the last that the Govern-
ment will asthorize until the mie"mtmnal sifuation shows '
improvement. :

Uﬁlﬁmﬁ the Schuman Guvemmem 8 price reduction pro-

S gram eﬂec’éa a substantizi Gecrease in food prices in the near
."

future, the ¥ '*cncaa Government will face a severe erisis before

@ ' e
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the end of March. Mor-Communist labor unions have promised
Schuman their full susport, on the condition that the program
succeeds, The Communist-dominated General Confederation
of Labor (CGT) is encouraging peasant resistance to the Govern-
ment’s tax and food collections and has already begun agitation
for industricl wage increases, “‘Warning’® strikes, which may
oceur in mid-March, would further economic deterioration to
the point where a determined strike program in April or May
would appear to have economic justification, The aon-~-Com-
munist unions would then have to make demarnids at least as
great as the CGT makes or lose membership, - The Govern-
ment, which still lacks the full confidence of the rural and.
middie classes, would not be able te withstand the added opposi-
tion of labor. Turther wage concessions, however, would com-
g nrowise Schuman’s stabilization program, on the success of
which he depends to remain in powey,

@ 3 ‘The decline of Communist influcnce in Belgium since
the Communists’ withdrawal from the Government a year
ago was emphasized recently by the Government’s success
in ending the February strikes. This decline indicates an in-
creasing anti-Communist trend which will probably render

- . unsuccessful any future Communist effort to disrupt the

“w ., PBelgian economy by political strikes and Iabor unrest, The

. Government’s effective enforcement of its civil mobilization

decree demonstrated that i€ bas the ability snd the determina -
tion to prevent by force Communist disruption of the country’s
€Conomy. : : '

Franco's continued desire to avoid political change
in Spain is apparent in his recent appointment of proved totali-
tarian and high-ranking Falangists to the new Council of the
Realm. Despite strong foreign opinion favoring itberalization
of Spain’s political structure, Franco apparently contemplates
no such lberalization even though he is thershy inviting con-
tinued exclusion from the European recovery program. Franco
is currently attempiing to secure private US financial support
in order to bolster the Spanish economy without obligating him-
self to relinquish any degree of totalitarian control.

@ - | - i -
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- The Swedish GCovernment's deosire to maintain its
position of strict neutrality and its wnwillingness to extend
Mordic collaboration into the military fis'd are evident in the
vecent incontlusive d‘iscwss:lons Between the Swetitsh and _
Norwegian general staffs, The fact that the discussions were
wppaxeuﬂy begun wn&hauﬁ the Swedish Government’s knowledge
and were immediately balted when the Government learned
of them indicates also that a clew*ag@ of opinion exists be-
tween military and nolitical leaders on this phase of Swedish -
foreign nolicy. ' E
- Publie cememm&mn £ the Norwegian Communist

Carty by Norway s Trime mesaeff has added governmental
sunport to Norway' s increasingly anti-Cormmunist attitude,
HBeretofore, Norweglan officials have avoided a definite anti-
Commanﬁst position, but this dencuncement, which called
: attention to recent evenis in Czechoslovakia, indicates a new
@ _ willingness on the part of Norway to cpenly align itself with -
:  the western powers, 2 - _'

m y suzeert of the Tmlhn Communist pre-election
charge that Te ¢ Casperi has dehbemir@h; turned away from - \
the traditional Halion rade with eastern Furope which could ~
assure Haly a healthy economy and full employment, the =
, USSR and the Satellites are making and will continue to make :
’ favorable gestures toward Fﬁalgr which serve materially to | o,
‘ © bolster the leftist cause. The USSR bas ﬂrea&v issued a - .
. declaration favoring Iuﬁzum trusteeship for faly’s former '
/ ' - colonies, Yugoslavix has suggested that Raly pay reparations
L out of curr_enfi production ard promises a solution of the
Adriatic fisheries problem as well z8 hinting that it would
 consider sale of its share of the Brussels gold protocol allo-
cation, The Yugeslavs have pointed ocut, too, that in response
to Italian Communist representations, ‘Ea.aalmn nationals have -
been safely repatriated from Albanis, Indications exist {hat
Tito may be persuaded to agree to restoration of Trieste
:md the northern zone of the Free Territory of Trieste to

taly,
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EASTERN EUROPE

onfncientlc,,l Erotocols contained in the Soviet-Rumanian
mutual assistance pact disclose the extent to which Sateliite

economy and military strength are being integrated into those
of the USSR, Beginning 1 March 1848, 2500 Soviet army, navy,
and air force instructors are to be assigned to corresponding
units of the Rumanian armed forces, and 600 Soviet technicians
will serve as advisers to Rumanian enterprises capable of
preducing war materiel on short notice. The advice of these
Soviet supervisors is designated as binding upon the Rumanian

~ unit commanders and indusirial raanagers. Approximately

300 Rumman officers and 500 *echnici:ms will be sent to the
USSR for “‘insiruction,”

NEAR EAST-AFRICA
AN & 2 appears to be the only

course of action whmh magnt be acceu:able to ’both Arabs and
Jews (see page 3).

The Greek National Assembly’s dacision io recess for
three months has temporarily ended the violent and irresponsibie
partisan wrangling in the Assembly which was seriously affect-
ing public morale and even threatening the continued existence
of the Government. With the Assembly in recess, the Govern~
ment should now be able to act with more dispatch in meoting
new military or economic problems. Although the behind-the -
scenes maneuvering of party leaders wiil continue and a shuffie
of the Cabinet may result, such Cabinet changes will be made
quietly, without dﬁsmpting the ope—ations of the Government.

The Afghan decision o °xcn2me a,mm,ssamors with .

. ©akistan may facilitate settlement of the bitter Afghanistan=

Pakistan dispute over the Pathan tribesmen and result in
strengthening Takistan’s position vis-2-vis India. Land-locked
Afghanistan, which desires better economic cocperation with

oVa
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; it3 coas e.ai memnber hus unti] reecnd v, reﬁused to enter into
~ diplomatic z'eiauens wnh Pakistan until the latier gmnied
~ formal mmcmomy m the Wathzms o

: I‘AR FA@T

The eonspcﬁemble mﬁ?rulw in forming 2 new Japanese R ,
_Cabinet which has been experienced by Hitoshi As hidz, con- -
sermume Democratic Party leader who was elected premier '
21 February, clearly indicates that Ashida lacks sufficient
poii Hieal backing to form a goverament that POSSesses any
lasting stability. Ashida hopes to form his Cabinet from a
coalition of the parties who smmerﬂ:e@ﬂ his election~-~the Demo-
- crais, Socialists, and Weaple s Cooperstive Paxties. The
stk'ong left-wing elemem of the Secialists, kowever, has -
licly indicated that it would not become 2 port of Ashids’s |
o coalition, In an effort o win the sy mpoz't of these lefi-wing
- Socialists, who control as many as 70 of the 466 Diet seaits
@ | and whose backing is abgolutely essential if the coalition is
to have even moderate success, Ashida may be foreed to
compromise enough te lose the supvert of the People’s Co-
operatives and some of his own Democrats, Because his
election apparently had the &acs;t endorsement of SCAD,
Ashida will probably succeed in forming o coalition Cmmet
This coalition will vndoubtedly prove mstame however, and
will remain in office only long encugh to pass some of tbe .
pending SCAT-spomsored legislation, In all pm!@a,bﬂxi‘y, the
potitical atmoesphere in Janan will have to be clamfneci by a
general elemmn within three or four mmthm

. '?"eeiama&ion of a ]@Eﬂmuﬂﬂﬂfﬁi ;gmvemmem for aii
J.mrca: is expected to follow closely unon the adoption of the
“Diraft Provie icnal Cme'ﬁ,matmm of Korea'" about 15 March.
The Norih Korean Teople’s Council will seek to justify this
- action by renewing its charges that the US is planning both to
divide Forea permanently and to establish an American colony
and mahﬁary baee in S@e&h Korsa. Meanwhile, the USSR and

® -
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its North Korean agencies are expected to intensify their
attacks on US policy and to eacourage widespread disorders
in an eficrt to force the U3 to agree to the Soviet proposal
of a simultaneous withdrawal of the occupation forces of the
US and the USER. , '

The new Siamese Cabinet under Premier Khuang
Abhaivong will encounter increasingly strong opposition from
a group of Army and civilian dissidents,led by former ~dictator
Phibul,afier world recognition has been granted the Govern-
ment. K this cpnosition is successtul, the political pliability
of the Siamese public wculd then make it possible for Thibul,
apparently possessiag a ‘‘clear mandate from the people,”’
to assume ‘‘reluctantiy’’ tke premiership of a legally recog-

- nized government, This pattern, or variations on it, will be
pursued until the desired objective, the fall of the Abhaiwong
Cabinet, is achieved, possibly within the next two to three

@ ' months,

The growing political influence of Philippine guerrilla
veterans who sunported the US during World War II may deve-
lop into significant opposition to the Roxas government, Most
recent evidence of guerrilla political influence is the proposed
legisiation before the Philippine Congress which would recog-
nize guerrijla service in the military promotion system, I
Dresident Roxas shoulc fail to secure Congressional passage
of this legislation, which was drafied at his direction, and
should he izil to satisfy guerrilla demands jor the extension
of amresty, this opposition will be considerably increased.

WESTERN HEMISPHERE

- Cextain provisions of the recent Anglo-Argentine trgde
agreement appear sc favorable to the UK as to suggest that the
- Argentine negotiators were aware that Argentina’s bargaining -
vosition in 1948 may well be weakened by the promising world
grain outlook. 'The most noteworthy concessions to the British are:

9 | - 7ii -
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- {1) the relaxation of Avgentina’s 't'aan Gl nen-essentza,l imports
to permit accenizance of 20 millicn poums worth of such
raerchandise as British rayon, automobiles, and whiskey; and
(2) a preferential position with regavd fo Argemim purchases
of industrial equipment., The secoad concession, which was
mads despite repeated indications of the nreference of Argen-
tires for US maclzinery, is particularly significant in view of
the large amount of indusirial eqmpment Argentma needs for
i five-year plzm. ‘

A retaliatory move by Guatemaln agzinst British
garrisons at Belize iBz:msh Honduras) seems unlilely in -

view of a widening political rift within Guatemalan, President
~ Avevalo and the radicals (PAR) have appavently lost coatrol

of the Congress to the moderates (FPL), The Chief of the
Armed Torces, whe is a moderate, will probably be reluectant
to move tmops out of Guatemala Clty toward the Hopduran

@ fronticr 2nd thus leave the capiizal in the hands of the PAR
extremists, who would be in a position to regain control of
the Government and oust him from office..

The possibility of serious eivil conflict in Cosia Rica
appears to have decreased, The Government and the opposi~
¥ion have repo:'tedlv reached a last-minute compromise which
may resolve the impasse created by the Costa Rican Congress
when it declared void the recent presmentx&? elections, in '
which the opposition candidate won by 2 large majomty over
the Commumsi-—supportcd government candidate, The opposi-
tion agreed to call off a threatened civil discbedience campaign, .
while thke Governmeni consented to convene Congress on 4 March
in order: (i) to enact legislation authorizing payment by the
Treasury of Qhe election expenses of both pafeiies, and (2} to
decide upon a ‘‘mutually satisfacicry President’’ ~~Wwho, pre ~
sumably, will be neither of the recent candidates, -

G - ~ giti-
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TR&NQ*W }E?'P"A.TX(‘Y A“"’ﬂ CTS OF THE EUROPEAN
REC (“V'ER‘?’ ”’RCGR&M

One of the basic qmestmm which may be fazed at the
forthecoming Taris meeoting of the 18 mewber nations of the
Commitiee for Furopean Economic Cooperation will be the
whole transportation problem connected with mnmng large
quantities of goods to Europe under the Kuropesn recovery
program. Becauge of the inadeguacy of Ruropean shipping
and the impossibility of acquiring surplus US vessels, the
particinating nations must either further expedite their ship-
building vrograms or--because of the high dellar cost of US

wvery pmgmm goods,

Assummg o assistance is received )’fmm e:»ther fleets,
the available cargo tonnage of member nations will fall short
of estimated requirements by several million tons in 1948 |
and probably will not meet recovery program needs uniil ' |
1952, Acquisition of U8 surnlus vessels to £ill the gap is
legally excluded under the recent extension of the US Ships
Sales Act, Moveover, the general world shipping Situation
precludes the mmfmg; of any substantial quantity of smppmg;
Plszewhemf

: The Paris discussions will prohably revoﬁv& around
efforts to coordinate or pool existing fleets and efforts to
intensify present shipbuiléing and repair programs, Possible
measures to forestall exdessive fwelghﬁzmx’aﬁ@ increases, which

" might result from the pressure of recovery program ship-

ments, will probably also be qmdsed.,

_ Irrespective of the self-help measures which the parti-
cipating nations mway adopt, the shipping problem will limit
the effectiveness of the Buropean r@cwery program, pagii-
cularly at the outset when it is planned to move the largest
voiume of goods, h‘iorﬁover, the measures themselves will
have a retarding effect on the overall recovery program 5

“f - -
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hecause the immediate impact of the shipbuilding and repair
program will be to divert subsitantial guantities of steel from
otier segments of the Furopean econoray. To the extent that

. this will inteifere with the rehabilitation of inland transport
and the beilding up of basic productive facilities, it will de-
lay the overall objective of Furopean economic recovery.

L "2
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THE PALESTINE CRISES

- Developments in Palestine and at Lake Success
indicate that a erisis is rapidly approaching in the Palestine
. Situation. It appears probable that the Seeurity Council will
pe either unwilling or unable t0 organize an international
forece to zend to Palestine, If, therefore, civil war is to be
~ averted after the UX gives up the mandate on 15 May, a
compromise or pestpanement of the issue must be arranged
between the Arabs and the Jews. ' :

. A lasting compromise does not appear possible at
the present time bacause of the fundamental differences
between Arabs and Jews on the guestion of an independent
jewish state in Talestine, The Arabs will fight the estab-
lshment of such a state so long as Arab nationalism, now
fully aroused, remains undiminished. The Jews, havin
already won a partial victory in the General Assembly’s -

_ partition recommendation, will not now counsent to any

@ : solution that doza not give them an independent state,
Secondary concessions, even though important, can have
. 1o bearing on the situation so long as this fundamental issue
of a Jewish independent state remains unresolved.

-

. . ¥, however, resolution of the fundamental issue can

\ . ve postponed, time will be provided for passions to cool and

‘ - possibly for a2 compromise to be reached. Such a postpone -

: ment agpears #nost likely to be obizined through a temporary

‘ UN trusteeship which would make no stipulation regarding

‘ the ultimate political organization of the country and which

\ would be maintained pending 2 decision by the International
Court of justice on the partition scheme or reconsideration
by the General Assembly. Such a trusteeship could pre-
sumably be continued tndefinitely if no solution acceptable

‘ to ail parties concerned could be obtained. Moreover, under

| UN pressure for a trusteeship, responsible Arab and Yewish
leaders might be willing to accent the principle of postpone-
ment. The Arabs have indicated their willingness to consider

e . .
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almost any ereposz]  nodt invelving an indenendent Jewish state.
iwdlar Jewish vitMigress may be indicated by the opposition
3 many Jews {5 the priceiple of partition ahd by the realiza-
ticn of the Jewrica fgency that a jewish state cannot be set up
and defende? without strong international support.

¥ such 2 UF trasteeship were established, other issues
would be impairtont, but szeondary, in the terms of the trustee-
ship agreen-ent. CTa the qrestion of Jewish immipration, the
Arabs could e awzected to be less intransigent than in the
past. They would prolizisly be willing to permit the {llegal
immigrants cr Cypres to enter Palestine and to accept, in
addition, an envusl gueta of Jewish DP’s, Although internal
security would 3tiil e threatened by both Arab and Jewish |
_lzreconcilable grouas, Tuli-sczle eivil war would be averted,
Present disturboness in Talestine stem entirely from Arab
cppositicn to partition, from Jewish retaliation to this opposi-
tion,and from Jewish terrorist attacks on the British. Once
’ . partition had been tacitly abandened and the British troops |
Q withdravwn, jewish and Arab terrorists would probably con-
tinue to attack one ancther, but they would not have the sup-
nort of their respective communities, and their violence
could be kent within bounds,
if the Security Council is unable to effect a postpone-
wacat, the clternatives appear to e either the endorsement of
partition or an attempt to estaslish some other kind of regime,
excluding an independent Jewich state. I the Security Council
endorses partition but is unable, as seems likely, to implement
it by force, civil war in Talestine is inevitable. Moreover,
both Arabs and fews would solicit military assisiance and
alliances from cutside powers. The USSR would be presented
with an opportunity to exploit the situation, and the threat to
international peace would be greatly intensified,

If Security Counci] action results in a regime which -
- does not provide for an independent Jewish state in Palestine,
civil war may still be expected. However, the violence would

e ot
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be neither 8¢ intense nor so widespread. Jewish support
within Palestine for partition is no ot whole~hearted nor so
unanimous as Arab opposition to partition. Although nearly
-all Arabs would x.iﬂ‘il‘kt. a&aﬁg au:gt ition, only 2 minority of
the Jewish comzuunity c‘@uﬂd ke e rnected to fight for partition -
if it were no longer recow ﬂm@md@d by the UM, Finally, the SN
danger of Usmlﬂatm al intervention by ocutside powers would
not be so great. The Arabs would not need outside helps
the 38% could not get overt unilateral aid from other mem-
bers of the T for use in opposing a UM decision.

-
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TRENDS IN BRIEF
CENERAL

Strong British objections to the latest compromise pro-
posals at the Havana Conference Indicate the desire of the UK
for a strong international Trade Organization charter. The UK
objections state that: (1) the new US draft concerning guantitative
trade restrictions i{s ambiguous 2nd may require the UK to aceept
an obligation Lmpossible to fuifill; (2) a provision which is designed
( o protect the industrial growth of undeveloped countries through
the use of quantitative trade restrictions would be detrimental to
British trade; and (3) the provision concerning preferential tariffs
is designed to apply to 2 “’single economic region’ and therefore
discriminates against the British Commonwealti, ‘The UK de-
clares that these further concessions to the undeveloped coun-
tries undermine the charter protection it reguires, while the
@ non-discriminatory provisions do nat meet the urgent need of
the UK for import restrictions during the postwar recovery
periocd.

The establishment of o pool of BEuropean ¢ivil air facil-
ities, services, and revenues has been proposed by European
alr officials and is under consideration by the UK Foreign
Office. The British Ministry of Civil Aviation is favorably
dispesed toward the internationaiization of commercial aix
operations through such a pool but is apparently prepared to
veto the plan i US reaction is unfavorable. Although the pro-
posed pool is consistent with the aims of the Furopean FeCcovery
program, its implementation would require the adoption of
arbitrary restrictions in intermational aviation which the US
has heretofore opnosed. | |

WESTERN EUROPE

)y growine divergence of views among the Scandinavian
states concerning the degree to which they should openly align

themselves with the western powers has become evident at a

o | . -1-
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‘ recent Novdic foreign ministers’ meeting at Oslo. The

foreign ministers therefore Himited their public statement
~ of results at the Oslo conference o a pledge of support of -

the Buropean recovery program and the anncuncement of 2
committee to explore further economic collaboration. Nore
way, supporvied by Iceland, argued for positive pro-western
nolicies, white Sweden, ami to a lesser degree Denmark,
a@meated a ccs;zi:muea newtral position between the m.ast
and the Weat, .

, Eﬁdﬂ ian Eammmzisﬁs are cﬁmmmg that US aid to Italy
- and Italian DAYCICIDALIoN 1 he BUropean FecOvery program
will not Iz jeopardized by & vietory in the April elections
for the Communist K’eoprie s Bloc. The Commmisas cite
25 pmoﬁ’ the statements of US officials that no “‘political
strings’’ are atizched to the recovery program and point
-out that the USSR and the Satellites were invited to partici-
@ ~ pate in the Paris Conference. Because the De Gasperi
coalition Government has derived considerable strength
from the assumption that only De Gasperi can assure con-
tinued US aid to italy, the cutcome of the 18 April elections
will depend in part upon the success the Communists have
. in gaining acceptance for their curremt propaganda line,
particularly among the approximately 15 miliion vecters
who are not members of any ftalian political party.

Further Vatican efforistc prevent 2 leftist vﬁc&m*y

in the April Ralian elections are apparent in the issuance

. of a pasioral letter by Cardinal Schuster of Milan which
instructs the clergy of north Haly to refuse absolution to
Communisis or to others involved in activities contrary to
the tenets of the Church., Because the only action more
drastic than refusal of abzolution is ezcommunication {(a
weapon which the Vatican has considered and may yet use),
this letter represents an cven stronger step than that taken
in the recent pastoral leiter icsued by the hierarchy in- -
sovthern italy which e"hmmed Catholics to defend the princi-
ples of the Cihmrch by “material force’ if thay were
Lhmatened by violent means,

@- . . . | ' il - . ‘ ‘\ . | |
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More hoveful prospects in France for staving off
further inflationary wage increases and for achieving success
in the stabilization program are indicated by recent figures
which reveal that prices have risen an avera(;e of only 4%
during January 1948, as contrasted with an average rise of
18% during the period of December 1947 to 8 February 1948,

Tn view of the 387 wage increase effective on 1 Ianuary, the
price rise is much less than expected.

RASTERN EURGDE

The Commusist coup in Czechoslovakia will disrupt
the Czechoslovak economy, at least temporarily, but will
not appreciably affect its foreign policy which is already
pro-Soviet (see page 1i).

NEAR E A.ST-eAFRIC A

@ The discussion by Moroccan religious ) leaders of the
religm&aa aspects of the proposed partition of ~alestine has
serious implications for the peace of North Africa. As long
as partition remained a political matter, little immediate
danger existed of unified Arab action against either the Jews
or the French, However, the religious considerations in the
problem might cause the North African Arabs, who sc far
have been unable to unite on nationzlist or political issves,
to unite in a religious revolt against the French.

FAR BAST

The military situation in Manchuria which grows
steadily more unfavorable to the National Government, indi-
cates that a Natiomalist colianse in Manchuria is pe}ssible
within the next six months. Following the assumption of
control in Manchuria, the establishment of 2 Communist
political structure simﬂar to Communist governimental
units elsewhere seems liksly (see page 3);

e IR T
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Burmese political stability is threatened by renewed

| . agitation among the Karens {the largest indicenous minority

‘ in Burma} for the establishment of 2 sovereign independent

’ state. Although the Government of Burmia has been consist-
ently conciliatory towards the Xarens, it has offered them

| only a semi-auionomous state. MNo violence has yet cccurred,
but the Karens are known to have 2 considerable quantity of

- arms, The Burmese Army, 30% of which is Karens, is led

‘ by a Karen who has vnequivocally stated that he will not lead

the Army agzinst his cwn people in case of revelt, The chaos
resuliing from an outhreak of viclence would afford the Com-~
munists an excellent opportunity to increase their influence,

@ T . =iV -
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factories, newspapers, radio stations, and virtually every
important public or nrivate instiftution in the country. The .
acceptance by President Benes of the new 'Communist
cabinet, therefore, represented little more than a formal
acknowledgment of a fait accompli. -

The Communist Party can now stifle any remaining
opposition in the country. The five representatives of the
Moderate parties included in the new cabinet have been
assigned minor positions and will act as willing Communist
supporiers. The Communists will liguidate all effective
opposition through a series of ‘‘treason’’ trials and will
ranidiy complete the communization of the nation’s economy.

Assumption of pcwer Dy the Communists will have
a disrupting eficct, at least temporarily, on the nation’s eco-
nonry. For political reasons the Communists will be forced
to liguidate mnay anti-Communists from ey managerial
and technical positions in indusiry, and substantial industrial
and economic sabotage will undoubtedly develop. Bécause
the nation’s highly industriaiized economy is dependent
upon the import from the West of raw materials and machin-
ery not obtainable in eastern Europe or the USSR, Czecho-
slovakia will continue to trade with western Europe, although
possibly on a decreased scale because of the decrease in
tat2l prodhotion,

o The Communist coup will have little effect upon
Lzecaoslovak foreign poiicy which has consistently followed

the lead of the USSR, The coup may, however, have political
repercussions in western Eurcpe, In France, Italy, and Ger-

many, the existing political divisions prebhably will be intensi-

fied because the non-Communists will be more determined to
prevent Communist participation in the governments of these
cguntries.. Meanwhile, Communist morale in western Europe ’
will be improved by the Kremlin’§ success in Czechosiovakia,

-9 -
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COMMUNIST COUP IN CZECHOSLOVAKIA

The establishment of a Communist police state in
Czechoslovakia has further diminished the possibility of a
compiomise in Furope batween the idenlogies of the Krem~
lin and the principles of western democracy and individual
freedom. Such a compromise had apparenily been achieved

_in Czechoslovakia where Communisis and non-Communists
had nearly equal power in the coalition Government, where
the majority of the people approved of many Communist
economic policies, and al} parties were willing to follow the
lead of the YYSSR in matters of foreign policy., The compro-

. mise was shattered, however, by the refusal of the non-

- Communists to permit continued Communist control of the
police and by the Communist realization that an electoral
victory was impossible without this control, The coup, there-
fore, reflects the refusal of the Communists to setile for any-

. thmﬁ iess than complete control and their conviction that such
dommance could never have been achieved under a ireely
@ operming parlizmentary form of govemmem

- The ease with which the Communists effected the

coup reveals the extent to which they had been paying only
lip service {o tie freely-elected coalition Government which
has beer in power since 1845. Having won the key cabinet
posts in the May 1945 elections {Premiership, Interior,
Information and Finance), the Communists have since steadily

- extended their control of the positions necesgary for seizure
of the government. By gaining direction of the Ministry of
Natlonal Defense through the appeointment of General Svobeda,
a willing Communist tool, the Communists were ahle to nevtral-
ize the army. Communist command of labor was effectively imple-
mented thirough the National Trade Union Organization. Despite

. these basic prerequisites for a coup, the seizure of power by
the Communists would have been more difficult if they had not
already gained a majority position in provincial, czty, and
village iocai gover ning bodies and had not orgamzed ‘action
committees’’ compaosed of trusted Communist Party members.
Throagh these organizations, the Communists were able to seize
physical control of all nationzl and local government offices,

@ \ : -y -
TOP SECRET

Declassified in Part - Sanitized Copy Approved for Release 2013/07/16 : CIA-RDP78-01617A001900010001-9




Declassified in Part - Sanitized Copy Appfoved for Release 2013/07/16 : C.IA-RDP78-O1617A001900010001-9

’@ S TOP SECRET =
COMMUNIST MILITARY AND POLITICAL
OUTLOOK IN MANCHURIA

_ The Chinese Nahcn..l ﬁewmmem s militery siteation
in Manchuria continues to grow more precarious, Present
indications are that, without adeguate supplies or reinforce-
ments, the N&ti@ﬂ&ﬁi&ﬁs cannot maintain their present garri-

- soms in southern Manchuria which have been marooned for
some time. Conseguently, despite the recent reorganization
. of the Mationalist command in Manchuria, the WHationalist
foothold centering around Mukden probably cannot survive
~ for a pericd of more than six months without the delivery
;. - of substantial outside aid.

¥ Mukden falls, National Government influence in
Manchuria will be destroyed and control will pass to the
Communists who will then be able to move more troops to _
_ Chinz proper. ‘The imminent possibility of 3 Nationalist ~
@ collapae In Manchuriz has given rise to a2 new series of -
- representations by National Government officials wha hope
to eiicit prompt Us aid.

Desgpite considerable spwmﬂsizion suggesting that the
 Comwmumists intend to establish an independent Manchurian
regime, with 2 separate government, such an 2utcnomous
state seems unlikely. Chinese C@mmm.gsi, propaganda has
msisted that Manchuria is an integral pa,rt of China and
has repracemed the Communist program as a crusade for
the “Iiberation’’ of China &3 a whole. The Communists wiil .
probably persevere in an sggressive strategy in China and
will therefore seek to enlarge the area wnder their control
rather than to make s piecemeal consolidation of thelr gaias.
The establishment of an autonomous Manchurian state
would make the Communists more vulnerable to the accusa-
tion that they are puppets of the USSR ; there are some
indleations of curremt Soviet interest in and preparatory
activity toward, the establishment of auch a regime in
‘Manchuria. Because of the intensely nationalistic spirit
of the Chinese people, however, the Communists are most
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epxlsus t tect tneusalve ffem t_he'eﬁm;?ge of Soviet

T’*e Co mmn*sts iz Ciths are thﬂrei‘ore more likely,
folicwring (Leir cecumpiion of full control in Manchuriz, to
estami,siz :clitic'ﬂl atructure which wiil be designed to
decome £ component pu‘t ofa Commmxist government of
Catne Ema il have an alimost iree hand in managing is own
reglonal aiicirs, t"u-.,h 2 sctup would ha:nzoniue with the
Chinese Communigtc’ pressat ‘‘border region’’ system, a
iogge govarnmental structare which has always allowed a
consideranle amovitt of 1ozl independence and thus has
OvEICor? many regwnl awt:.gonisma
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The racently reasserted Antzretic claims of Argentina
and Chile arz the Iatest phase of a long-standing disagreement
~7ith the UK over the question of sovereignty in Anterctica
(see nage i). :

Annuzl operating losses of more than 340 million

incurred by British civil aviztion (due primarily to the lack ,
af efficient sircralt of British manufacture) have confronted
the UK Government with the need for drastic retrenchment
and changes in operating policies. In order to reduce these
losees, the UX raight gradually depart from the liberal objec-
tives of the joint US-UX air policy and seek restrictive agree-

. ments with other countries which would nrovide a better division

. of the trallic. The British Cabinet, however, will probably insist

upon the retention of the joint US-UX air policy and may decide
on: (1) greatly increased subsidies for UK airlines; and (2) the
purchase of modern air transports {rom the US. )

The formation of a2 western European union has been
held back by disagreements among the UX, France, and the
Benelux countries over preliminary steps in establishing such
a union. The UK intends to propose to the French the immediate
calling of a five-power conference. French Foreign Minister
Bidault ocbjects to such a conference at this time because of
his view that preparatory diplomatic approaches to the separate

- Benelux countries are first necessary. Bidault also fears the
possibility that Prime Minister Spaak of Belgium might dominate
such a conference and win approval for his concept of a strong
union based on regional pacts under the UN Charter. The Bel-

_glans agree with the French that an immediate conference would
be unwise and fear that a premature meeting might break down
with extremely unfortunate public repercussions.

. \ | -
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WESTER? EUROPE

-The Soviet proposals in the Austrian peace treaty nego-
tiaticas are indlcative of an intention to make Austria economical-
-1y dependent upoan the USSR (see page 3).

Labor uarest in the UK resulting from the Government’ s
recently announced general wage treeze is not expected to reach
serious proportions or to weaken labor’s general support for
the Government. Mest labor leaders have become reconciled
to the new measure by the Governmeant’s promise concurrently
to control or lower prices and profits and by their recogrition
that the present critical state of the nation’s economy required
such actica, It appears probable that, by and large, the rank-
and-file of labor can be led to accept sxmnlax views.

. The establishment of a new German econoriie commission
@ in the Soviet Zone of Germany ic not a departure from the pre-

vious paitern of Soviet control, although the commission is
described as having more power than the previously existing

’ omne. This Roviet action has teen taken in retaliation against
the formation of the bizonal economic administration in western
Germany. It iS also consistent with previcus Soviet efforts to
transfer. power and control fromn the Laeno‘ler governments to
a few reliable Germans.

Currency reform in Germany has bgen further delayed |
by Soviet insistence that a central finance administration be
established to issue the new currency. Such an organization
would be 2 move toward the central political government in-
Germany which the USSR has scught and which the West has
opposed on the grounds that settiement of the’overall economic
unification problem shculd take precedence. Soviet interjection
of this controverstal issue, concurrently with ostensible con-
ciliatory moves in the Alifed Contrel Authority, indicates a
desire to delay currency reform, to forestall bilateral monetary
measures in the US-UX area, and to fix the blame for the delays
on the western powers.

& . - -
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The formation in Italy of the Union of Independent
Soclalists improves the prospects that De Casperi will be
zbie to form a postelection government without recourse to
the extreme Right, The new union, formed by L. M. Lombardo
and composed of moderates drawn from the E@‘E&»wmg Soctal-
ist Party, has mads an electoral alliznce with the right-wing
Socialists and {s mp@ctea te cooperate closely with the Re-
publicans., Lombardo’s group presents the cnly possibility
&0 date that the demoeratic Left can develop sufficient unity
and strength and attract enough votes in the spring elections
to enable the Christizn Demoerats and themselves to form
2 government. '

. The Catholics in taly are preparing for militant S
action in ’é‘:&s@ event of 2 aivil war. A current pastoral letter
circulated in southern Raly, presumably with Vatican approval,
f*moms L&i"h@ﬁi’*“ to defend the principles of the ehurch by
- “material foree’’ i those principles are endangerad by

@ : violent means. The Vatican and the clergy recently have
been urging church members to be prepared to defend their
fajth by action if necessary. Catholic groups appwm&iy are
S@@r@kﬁﬁf arming themselves,

EASTERN EUROPE

- The recent Soviet decision to return US lend-lease
tankers probably indicates a desire by the USSR to conclude
ari overall lend-lease settlement (see page 3).

The recent tripartite mesting of the Polish, Yegoslav,
and Czechoslovak foreign ministers in Prague, @S@@msﬁmgf
arranged by Poland, considered Satellite problems comnected
with German reparations, demilitarization, and denazification,
as well as the German policies of the western powers. The
conference was probakbly ordered by the Eremlin as: (1) a
countermove to the forthcoming ﬁ.F‘ipﬁLE’ﬁﬁﬁ"‘ conference of the
western allies in London; (2) an attempt to strengthen the
Soviet orbit by drawing Czechoslovakia eloser: and (3) 2 means
of delaying the recovery of Western Europe by obstructing
the BEuropean recovery program.

S L | B
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Although the Hunparian Communists will attemapt to -
preserve the semblance of a coalition government by allowing
the Smallholders’ and National Peasant Parties to exist
ostensibly as before, Hungary is weil on the way toward
becoming a one-party state. The eliminatioh of right-wing
Social Democrats from governmental and party posts on

18 February appears to presage 2 merger of the Sceial
Democratic and Communist Parties. The announcement of
such 2 merger is expected following the comnvention of the
social Demoeratic Party early in March.

, Concern over the condition of the Soviet economy
is reflected in the recent appointment of a Doliibureay Menm -
ber, A. N. Kosygin, to replace Minister of Finance Zverev.
In the past, such appointments have been made so thata
high Boviet official could take corrective measures with the
complete backing of the Politbureau. The announcement of
e the' new appointment was probably held until after the an-
nouncements of the devaluation of the ruble and the 1948 bud-
get in order to prevent the atiaching of any stigma resulting
from these moves to a mewber of the Politbureau. Cone
versely, any favorable future announcements, such as an
Increase in the availability of consumer geods, will reflect
credit upon the Politbureau member who made them.

HEAR EAST-AFRICA

Indian dissatisfaction with UN handling of the Kashmir
dispute may induce India to call upon Soviet support {(or to .
threaten to de so) to prevent Security Council action un-
favorable to India. The Indian delegation te the UN has been
called home for *“‘consultation,” evidently because of the fear
that an adverse decision might be forthcoming, and Indian
officials have criticized the UK and the US for “‘big power”’

- politics in the SC, Such an attitude could foreshadow a cal-
culated acceptance of the USSR’s reported offer to use the
veto on India’s behald. Idia’s recent designation of Czecho-
slovakia as its representative on the three-power Kashmir

@ ‘ aiv-!
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investigating beard iz a further indication thet India may
request Soviet support, either to secure favorable action
izy the US and the UK or to block any Eashmir decision
at all,

The U Palestine Commig sxm s recenf, zepost
m@msﬂmg 2id from the § ecmrfty Councii will w"mei the
3C to consider the problem of sending a police force to
“mﬁestme. Even if the 5C decides that an international
force is necessary and overcomes the difficulties inherent
in ¢he creation of %ch a force, the partition plan recomi-
mended by the Ceneral Asser ubﬁy apparently cannot be
completely in *’ﬂ"’riememe@ {see “"Possible Developments
in Palestine,”” ORE 7-48, dai.eu ?@ February). An inter-
national }E@me if s @FE“’Cy,entJfg; strong, can establish and \
protect 2 i,ewic"h. state and an intermational zone, but no
1.[@&"('3(—" of itself is capable of setting up an Arab u?.atu against
e - the wishes of the Arabs or of bringing about economic co-

' operation between Arab and Jew. Moreover, the force wikl
have to remain iu Palestine indefinitely because the Jewish
state will be subject to continuing Arab attack both from
within and without Palestine.

FAR EAST

Recent developments im.z North Xorea give further
indication of 2 Soviet intention to extend g ’geiﬁfzccﬂl mmmafcim
over all EKorea (see page 7).

Prospects for & Netherlands-Indonesian political

settlement have not been improved despite the fact that the

17 janvary military truce has been observed with few seriocus
incidents. Both parties in the dispute have been further dis-
affected T@y recent developments: the Dutch by 2 misunder-
standing concerning a UN Good Offices Committee press con-
ference which indicated, the Dutch felt, a pro-Repuablican bias;
the Indonesians by the announcement of 2 Dutch- -sponsored

e T
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conference to be held in West Java on 23 February, which wouid--
in the Republican view--violate the Renville agrecment of /
19 Tanuary., These developments, in addition to the fundamental
disagreement between the two parties concerning the organiza-
. tion of the proposed United States of Indonesia, presage pro-
‘tracted negotjations and possibly even a delay in the initiation
of such negotiations, '

4 favorable Chinese warket reaction to the US $570
million aid plan-had already occurred by the time the plan
was submitted to Congress, because its formal anncuncement
_ on 18 February had been anticipated in 2 series of well-founded
press reports. Largely 2s a result of these reports, wholesale
prices in Shanghai (a fairly accurate index of inflationary
* tremds) did not advance in early February any more rapidly
tham in previous weeks, despite further military deterioration
and the inflationary pressures that normally accompany the
Chinese New Year debt settlement period. Whether the faver-
- able effect on Nationalist China’s economic and financial situa-
e .tion will be more than temporary depends largely upon the rate
of progress made by the US aid plan throwgh Congress and upon
the extent to which that plan affects the course of China’s civil
conflict, : '

Continued political instability in Siam is probable despite
the strong plurality gained by Acting Premier Abhaiwong’s
Democratic Party in the recent national elections. Royalist
influence on Abhaiwong has induced the promoters of the 1932
coup to overthrow the absolute monarchy {Pridi, Thamrong,
Phibul and others), to submerge their subsequent differences
and again join in opposition to the Royalists. In order to curtail

- Royalist power, the 1932 coup leaders have put considerable
pressure on Abhaiwong to include certain of their followers
in the cabinet which he is expected to form in the near future.
Abhaiwong appears willing to base his cabinet on 2 broader
representation of political groups; he may not, however, be
prepared to make sufficient concessions to satisfy the anti-
Eoyalists. In such event, 2 strong leader acceptable to the
1932 coup group--such as General Adul, the former Commander-.
in-Chief of the Siamese Army--would probably be asked €0
form a government. .
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' THE. DISPUTE IN ANTARCTICA

The recently reasserted claims by Argentina and
Chile to territories in the Antarctic are the latest phase of
an old controversy between those couatries and the UK, .
The British claim a large area of Antarctica through discov-
ery, occupation, and administration, and through the legal
authority of ths Letters Patent of 1908 with which the terri-
tory was formally annexed. Argentina and Chile claim seg-
rzents of the same area, including islands extending some
600 to 1,009 miles southeast of Cape Horn, which the British
call the Falkland Islands Dependencies., The two Latin Ameri-
can counfrics base their claim on inheritance of these areas
irom Spain and on the contention that the areas are extensions
of the South American continent and hence are associated with
tha principle of ‘“‘continental security,”’

Prior to the sending of a cruiser to the Falkland
Islands, the UK had for some time contemplated taking firm
9 action in order to protect its sclid juridical position which

was being damaged Ly the unauthorized' landings of Argentine , .
‘and Chilean official parties. When the two countries rejected =
‘formal British protests, the UK indicated that it would accept

a decision on the issue of sovereignty from the International

' Court of Justice. Argentine and Chile then reiected this

solution, probably because of uncertainty over their legal

case. Because of its stand that the problem is not political

but legal and bec¢ause it hopes o avoid Soviet participation

in the settiement, the UK is opposed both to a general con-

ference as proposed by Argentina (and approved by Chile) and

to the submission of the problem to the UN, The British hope,

however, that the US and the UK can reach an agreement on a

procedure for the settlement of the dispute prior to the Bogota
Conference on 30 March. The UK desires that the US will

later call a conference of all interested countries, including

the Dominions which also claim and occupy certaln stations in

Antarctica and the southern Indian Ocean.

The British interest in settling tlié Antaretic contro-
versy is conditioned by conflicting considerations. A passive
or irresolute stand with Argentina and Chile might encourage

@ -1- o |
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other Latin American claims to British territories in the
Western Hemisphere, notably the British Hounduras and the
Talkland Islands themselves., Moreover, the UK must
support the interssis of Australiz and Scuth Africa, which
have been encouraged by the UK to be active ip the Antarclic
regions. The sending of a2 British cruiser was intended as

2 demonstration indicating the gravity with which the UK
regards the situation. Nevertheless the economic and strate-
vic value of Antarctica is still bypothetical, and the British
have ne wish to strain commercial relations with Latin
America, In their need fo subordinzie secondary considera~
tions to their critical sconmomic probiems, the Brilish are
therefore valikely to engage in protracied bickering ov to
narmit the outhreak of hostilities. They will seek some
eariy general setilement of {he whole Antarciic issue,

e | .
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.- SIGHIFICANCE OF SOVIET TREATY PRCPOSALS

The recently submitted Soviet treaty proposals on the
crucial issu2 of Cerman assets in eastern Austria are chiefly
significant as the first definite indication of the nature of the
Soviet demands on Austria. The proposals represent no funda-’
mental change in Soviet aims, however, nor do they indicate
conclusively that the USSR i3 likely to conclude a treaty settle-
ment cn any except its ovm terms.

The Soviet proposals definitely call for: (1) retention
by the USSR of two-thirds of Austria’s oil and one-fourth of
its shipping properties; and (2) Austrian payment within two
years of $200 million in settlement of all other Soviet claims
on German assets. The ambiguous wording of the proposals-
leaves it vncertain, however, whether the USSR, in return for
these demands, has rencunced its claims to enterprises which

@ it bas seized and which it now operates as alleged “‘German
assets.

Even if these claims are renounced, the Soviet proposals
in their present form would make Austria economically depen-
dent on the USSR. The Soviet Union has maintained its demands
for extraterritorial rights in Ausirian oil and Danube shipping,
the granting of which would put the USSR in a very strong position
in controlling the Austrian economy. If these proposals are
incorporated into the Austrian treaty, the USSR will then be in
a position to weaken further the Austrian economy by placing
high creditor claims against industries now held by the USSR,

by retaining an indeterminate number of bonds ané stock cer-
tificates seized during the liberation of Vienna, and by claiming
Austrian property regarded as ‘‘war booty ’’ and raw materials
and equipment now located in Soviet-seized plants. - )

It is vnlikely that the USSR will sacrifice its present hold
over the economy of e2stern Austria in order to reach a treaty

Settlement with the western powers. From the Soviet standpom;
the proposais regained the propaganda initiative for the USSR in the

@ | . -3 -
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Austrisn press and radio. If the negotiations are prolonged,
the Austrien Government’s ardent desire to obtain 2 seltlement
and the withdrawal of four-power occupation will make R in-
ereasingly difficunlt ¢o resist Soviet demands. It is probable,
therefore, that the Eremlin will scek {o prolong negotiations
watil s demands are met and the USSR is in 2 position to keep
Austria - economically dependent.
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THE RETURN OF LEND-LEASE TANKELRES BY THE USSR

The recent action of the USSR in submiiting to US
insistence that seven lend ».E@a sa tankers be reéu*ned is virtwally
' vvmham_ precedent in US-Boviet sostwar relations and undoubiedly
indicates a Soviet desire for an overall lend-lesse setilement.
The US has sought unsuccessivily for 2% years to negotiate an
overall lend-lease settlement, or at le st (o obiain a commit-
ment with respect to lend-lcase vessels. When the US insisted
upon the refturn of the tankers, the USSR offered to purchase ,
; all lend-lease vessels in its p@sses sion. Following renewed
’ insistence that the tankers be returned rather than purchased,
- the Soviet Union within 48 hours not only agreed to refurn them
| bt offered a pmmpt d@ii‘@?@w schednle,

Soviet v‘@mcwma to return &Emese vessels was based in
part on the use to which the USSR could put such skips, The
| U8 embargo on the export of bulk petrolevm produets ¢o the
. USER had released the seven tankers from the service ¢o which
@ they had long been assigned, but they could still be useful in
- mesting the petroleum reguirements of the eastern USSR or in
| replacing vessels in the old and inefficient Soviet tanker fleet,
Moreover, the USSR could have gained either political advantsge
biy makmg the ships avallable to Soviet-dominated countries or
-economic advantzge by putting them info commercial charier
service for the purpcse of cz’e&tmg d@hm’ exchange,

D@ﬁsp;m the interest of the USSR in retaining the tanksrs,
o atiempt was made to find legalistic grounds for re jecting
the US E"@ﬁﬂ@&?ﬁ The U.;»%R eouid have demurred, for ezample,
on the basis that the “‘emergency’ acs s&apuiat@d by the lend-
. isase magtezf agf@ramem still exists under US law and that the
. return of the vessels was therefore not yet cbligatory. Further-
more, Soviel propagandisis have not attempted to make political -
mpnﬁsﬂ out of this important incident by suggesting that the
Soviet concession was made in the Interests of the strained US
ECononmy.

The secrecy with which the negotiations were conducted
neip@d to make it possible for the USbR to submit without fear

e v R
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of losing prestige. Also contributive was the Soviet realization
that a flat refusal, coming when US fuel oil shortages were acute,
would mﬂam@ public opinicn aiud increase the chances of Con-
gressional action prejudicial to US-Soviet rade., However, the
hasic @mﬁa&mﬁmn for Saviet wilii mq*az%%: to comply with the Us
l"@i@L st lies in s fach that the USSR has recently become
interesied in securing a mutually satisfactory lend-lease
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SOVIET EXPANSIONISM IN KOREA

The intention of the USSR to establish an independent
regime in North Korea and eventually to dominate all Korea
has been further revealed by the following recent events: (1)
the anncuncement by the North Korean radio @ff’ the completion
of the ‘“draft provisional constitution of Korea’’; {2) the staging
- of 2 Communist-instigated sm.ke in South Korsa 28 2. protest
against the UN Commission’s ﬂlegai interference’’ with Korean
independence; and (3) ﬁhe mvﬁ@w at Pyongyang in North Korea
of the ““Korean People’s Army ’ and the subseguent propaganda
. anpouncements ihat this army would be the future lberator of
the “‘oppressed”’ "»m&h Koreans.

Although the USSR has s«smpumumly avomed direct
implication in these eventis, there is no deubt that the Kremiin
has been engineering their develapment for many raonths. Since
the beginning of the occupation, the USSR has been organizing
a North Korean army, clandestinely trained by Soviet advisers

e and equmped wath Soviet weaponas. The ‘‘draft provisional ,
constitution,”’ which envisages a regime remarkably similar
to that of th‘, USSR, am;zcapates eventual mcorp@gaﬁ;ion of all
's‘(area into the ”‘aeople s Republic of Korea'’ and goes so far

s to sgecify Seoul, capital of the present US zone, as the future
va,patal of a um